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	7KH ,QWHUGHSHQGHQFH EHWZHHQ 0XWXDO )XQG 0DQDJHUV
DQG ,QYHVWRUV LQ 6HWWLQJ )HHV
6XVDQ (1 .1 &KULVWRIIHUVHQ
-
0F*LOO 8QLYHUVLW\/ )DFXOW\ RI 0DQDJHPHQW





7KLV 5HYLVLRQ= 1RYHPEHU 5333
- 0F*LOO 8QLYHUVLW\1 7KH SDSHU KDV EHQHILWHG IURP KHOSIXO GLVFXVVLRQV ZLWK 3HWHU &KULVWRIIHUVHQ/ %HQMDPLQ &URLWRUX/
5RJHU (GHOHQ/ 9LKDQJ (UUXQ]D/ ’DYLG 0XVWR/ $QWKRQ\ 6DQWRPHUR/ DQG &DWK\ 6FKUDQG1 ’DWD IURP /LSSHU $QDO\WLFDO
6HUYLFHV DQG WKH KHOS RI -DVRQ +HLQKRUVW ZDV DSSUHFLDWHG1 , JUDWHIXOO\ DFNQRZOHGJH ILQDQFLDO VXSSRUW IURP WKH :KDUWRQ
)LQDQFLDO ,QVWLWXWLRQ &HQWHU DQG :KDUWRQ ’RFWRUDO 3URJUDP DQG WKH 0F*LOO 8QLYHUVLW\/ 6PDOO )DFXOW\ 5HVHDUFK *UDQW1
$Q\ UHPDLQLQJ HUURUV DUH P\ RZQ14
$EVWUDFW
,Q WKH PXWXDO IXQG LQGXVWU\/ WKHUH LV D XQLTXH HQGRJHQHLW\ EHWZHHQ PDQDJHUV DQG LQYHVWRUV1
,I D PDQDJHU ZDQWV WR ORZHU IHHV LQ WKH KRSHV RI DWWUDFWLQJ LQYHVWRUV/ WKH LQYHVWRUV ZLOO QRW UHDFW
XQOHVV WKH\ EHOLHYH WKH PDQDJHU ZLOO PDLQWDLQ ORZ IHHV IRU D SHULRG RI WLPH1 $ ELQGLQJ FRQWUDFW LV
RQH ZD\ IRU PDQDJHUV WR VLJQDO WKHLU FRPPLWPHQW WR ORZ IHHV1 +RZHYHU/ LQ SUDFWLFH/ PDQ\ PXWXDO
IXQGV ZDLYH IHHV ZLWK QR FRQWUDFWXDO DJUHHPHQW WKDW WKH\ ZLOO FRQWLQXH WR ZDLYH IHHV1 :H VKRZ LQ D
WKHRUHWLFDO IUDPHZRUN WKDW DQ HTXLOLEULXP ZLWK ZDLYHUV FDQ DULVH ZLWKRXW FRQWUDFWV DV ORQJ DV
LQYHVWRUV¶ DUH UHODWLYHO\ LQHUW DQG GLVFRXQW IDFWRUV DUH KLJK HQRXJK IRU PDQDJHU*V WR FDUH DERXW
IXWXUH IHHV1 ,QYHVWRUV DUH QRW IRROHG E\ ZDLYHUV DQG DUH IXOO\ LQIRUPHG RI WKH PDQDJHU¶V DFWLRQV DQG
DELOLW\1 ,I SDVW UHWXUQV KDYH LQIRUPDWLRQ DERXW IXWXUH UHWXUQV/ ZDLYHUV LQGLUHFWO\ DFW DV D
SHUIRUPDQFH0EDVHG VDODU\15
$OWKRXJK PRVW PXWXDO IXQG PDQDJHUV DUH SDLG D FRQWUDFWXDO IHH/ D IL[HG SHUFHQWDJH RI WKH
QHW DVVHWV/ D ODUJH QXPEHU RI IXQGV FKRRVH WR ZDLYH VRPH RI WKH FRQWUDFWXDO IHH00DOPRVW 93( LQ
PRQH\ PDUNHW IXQGV DQG 73( LQ HTXLW\ IXQGV1 ,Q PDQ\ ZD\V/ LW LV VXUSULVLQJ WKDW PDQDJHUV ZDLYH
IHHV1 3UHVXPDEO\/ PDQDJHUV ZDLYH VRPH FXUUHQW IHHV LQ WKH KRSH RI DWWUDFWLQJ IXWXUH LQYHVWRUV WR WKH
IXQG DQG LQFUHDVLQJ IHHV LQ WKH IXWXUH1 +RZHYHU/ IURP WKH LQYHVWRU*V SHUVSHFWLYH/ LW PD\ QRW EH
ZRUWKZKLOH LQYHVWLQJ LQ D PXWXDO IXQG WKDW ZDLYHV IHHV LI WKHUH LV QRWKLQJ SUHYHQWLQJ WKH PDQDJHU
IURP UHPRYLQJ WKH ZDLYHU WKH QH[W GD\1 &HUWDLQO\/ WKH LQYHVWRU FDQ PRYH WR WKH QH[W PXWXDO IXQG
EXW LI WKHUH DUH VHDUFK FRVWV LQYROYHG LQ ILQGLQJ DQRWKHU PXWXDO IXQG DV VXJJHVWHG E\ 6LUUL DQG
7XIDQR +4<<;,/ WKH LQYHVWRU PD\ EH EHWWHU RII LQYHVWLQJ HOVHZKHUH1 ,QGHHG/ WKH NH\ TXHVWLRQ LV
ZKHWKHU FRQWUDFWXDO DUUDQJHPHQWV RQ IHHV DUH QHFHVVDU\ LI PDQDJHUV ZDQW WR FUHGLEO\ VLJQDO IHH
FKDQJHV1
’HVSLWH WKH LPSRUWDQFH RI PXWXDO IXQGV DQG WKH VL]H RI PXWXDO IXQG IHHV/ WKHUH LV QRW D
ODUJH ERG\ RI WKHRUHWLFDO OLWHUDWXUH1 &KRUGLD +4<<9, DQDO\]HV WKH ORDG VWUXFWXUH LQ PXWXDO IXQGV DQG
WKH DIIHFW RQ UHGHPSWLRQ EHKDYLRXU DPRQJ LQYHVWRUV ZKLOH $GPDWL DQG 3IOHLGHUHU +4<<:, PRGHO WKH
DIIHFW RI IXOFUXP IHHV RQ WKH SRUWIROLR GHFLVLRQV RI ULVN0DYHUVH LQYHVWRUV1 1DQGD/ 1DUD\DQDQ/ DQG
:DUWKHU +5333, PRGHO WKH LQWHUDFWLRQ EHWZHHQ LQYHVWRU OLTXLGDWLRQ/ WKH PDQDJHU¶V FKRLFH WR VHUYLFH
WKLV OLTXLGDWLRQ/ DQG PDQDJHPHQW IHHV1 $OWKRXJK WKHVH PRGHOV GLIIHU VLJQLILFDQWO\ LQ WKHLU
REMHFWLYHV DQG WHFKQLTXHV/ WKH\ DOO PRGHO D VWURQJ OLQN EHWZHHQ PDQDJHUV DQG LQYHVWRUV1 ,Q NHHSLQJ
ZLWK WKLV OLQN/ ZH SURSRVH DQ LQILQLWH KRUL]RQ PRGHO ZKHUH WKH H[SHFWDWLRQV RI PDQDJHUV DQG
LQYHVWRUV LQWHUDFW WR GHWHUPLQH RSWLPDO PDQDJHPHQW IHHV1
:H VKRZ WKDW ZDLYHUV FDQ H[LVW LQ DQ HTXLOLEULXP ZLWKRXW D FRQWUDFWXDO DUUDQJHPHQW LI
LQYHVWRUV H[KLELW LQHUWLD RU DUH VORZ WR PRYH RXW RI D IXQG1 ,Q DGGLWLRQ/ ZDLYHUV DUH IXOO\ UHYHDOHG WR
WKH LQYHVWRU VR WKH LQYHVWRU LV UDWLRQDO DQG LV QRW IRROHG LQWR EHOLHYLQJ WKH ZDLYHU LV SDUW RI
SHUIRUPDQFH1 7KH PRGHO FRQWUDVWV ZLWK PRVW DVVXPSWLRQV WKDW WKH IHH GHFLVLRQ RI WKH ILUP LV VROHO\6
GHWHUPLQHG E\ WKH FRQWUDFWV VHW EHWZHHQ WKH %RDUG RI ’LUHFWRUV DQG WKH PDQDJHU1 $OVR/ LI ODJJHG
UHWXUQV FRQWDLQ LQIRUPDWLRQ DERXW IXWXUH UHWXUQV/ WKHQ ZDLYHUV DFW OLNH D SHUIRUPDQFH0EDVHG VDODU\
ZKHUH SRRU SHUIRUPHUV ZDLYH PRUH LQ WKH IXWXUH WKDQ JRRG SHUIRUPHUV1 ,Q WKH PRGHO/ WKH H[LVWHQFH
RI D SHUIRUPDQFH0EDVHG VDODU\ DULVHV IURP WKH H[SHFWDWLRQV RI PDQDJHUV DQG LQYHVWRUV UDWKHU WKDQ
IURP D SUHVFULEHG IXOFUXP IHH1 ,W DSSHDUV WKDW LQYHVWRUV DUH LQGLUHFWO\ UHJXODWLQJ WKH IHHV UHFHLYHG
E\ PDQDJHUV WKURXJK WKHLU DJJUHJDWH LQYHVWPHQW GHFLVLRQ1 7KLV KDV LPSOLFDWLRQV IRU WKH %RDUG DQG
UHJXODWRUV LQ RYHUVHHLQJ IHHV1 ,W VXJJHVWV WKDW IXQG PDQDJHUV ZLOO ZDLYH IHHV LQLWLDOO\ LQ KRSHV RI
DWWUDFWLQJ DQ LQHUW LQYHVWRU EDVH ZKLFK FDQ EH FKDUJHG KLJKHU IHHV ODWHU1 :DLYLQJ DSSHDUV WR SURYLGH
IOH[LEOH IHHV DQG FRPSHWLWLYH SULFHV EXW DW WKH H[SHQVH RI ORQJ UXQ LQYHVWRUV1
,Q DGGLWLRQ WR PRGHOLQJ WKH LQWHUDFWLRQ EHWZHHQ LQYHVWRUV DQG PDQDJHUV LQ VHWWLQJ IHHV/ WKH
SDSHU DOVR SURYLGHV D WKHRUHWLFDO IUDPHZRUN WKDW PDWFKHV HPSLULFDO HYLGHQFH1 &KULVWRIIHUVHQ +5333,
HPSLULFDOO\ HVWLPDWHV IHH ZDLYLQJ LQ PRQH\ PDUNHW PXWXDO IXQGV E\ UHODWLQJ LQYHVWRU IORZV WR
PDQDJHU¶V IHH ZDLYLQJ GHFLVLRQV DQG GHWHUPLQHV ILYH HPSLULFDO IDFWV UHJDUGLQJ IHH ZDLYHUV WKDW DUH
PDWFKHG LQ WKLV PRGHO=+ 4 ,IXQGV WKDW ZDLYH WHQG WR EH VPDOO>+ 5 ,ZDLYHUV DQG DVVHWV DUH YHU\
SHUVLVWHQW ZLWK DQ DQQXDO DXWRFRUUHODWLRQ RI 3189 DQG 31<7 UHVSHFWLYHO\>+ 6 ,SRRU SHUIRUPDQFH RYHU
WKH \HDU UHVXOWV LQ DERYH DYHUDJH ZDLYLQJ>+ 7 ,UHWDLO PDQDJHUV WHQG WR ZDLYH PRUH ZKHQ LQYHVWRU
VHQVLWLYLW\ WR SHUIRUPDQFH LV KLJK> DQG +8, KLJKHU FRQWUDFWHG IHHV UHVXOW LQ KLJKHU ZDLYHUV HYHQ DIWHU
FRQWUROOLQJ IRU SRWHQWLDO HQGRJHQHLW\1
7KH UHPDLQGHU RI WKH SDSHU LV VWUXFWXUHG DV IROORZV1 7KH ILUVW VHFWLRQ GHVFULEHV WKH DJHQWV LQ
WKH PRGHO DQG WKH PDQDJHU¶V PD[LPL]DWLRQ SUREOHP ZKLOH WKH VHFRQG VHFWLRQ VROYHV WKH
HTXLOLEULXP1 7KH WKLUG VHFWLRQ RXWOLQHV WKH H[SHFWHG VLJQV UHODWLQJ ZDLYHUV WR DVVHW VL]H DQG ODJJHG
UHWXUQV DQG OLQNV WKLV WR HPSLULFDO ILQGLQJV1 ,W DOVR SURYLGHV VRPH DGGLWLRQDO HPSLULFDO HYLGHQFH
VKRZLQJ WKDW LQYHVWRUV UHDFW OHVV WR D FKDQJH LQ ZDLYHUV WKDQ WR D FKDQJH LQ FRQWUDFWHG IHHV DV
SUHGLFWHG E\ WKH PRGHO1 7KH ODVW VHFWLRQ FRQFOXGHV17
,1 7KH 7KHRUHWLFDO 0RGHO DQG $JHQWV
,Q RXU PRGHO/ WKHUH DUH IRXU DJHQWV ZKLFK VKDSH WKH IHH DQG ZDLYHU GHFLVLRQ RI WKH PDQDJHU=
WKH 6HFXULWLHV DQG ([FKDQJH &RPPLVVLRQ +6(&,/ WKH %RDUG RI ’LUHFWRUV/ WKH PDQDJHU/ DQG WKH
LQYHVWRUV1 2QO\ WKH PDQDJHU DQG LQYHVWRU DUH GLUHFWO\ PRGHOHG1 +RZHYHU/ WKH 6(& DQG WKH %RDUG
DUH LQGLUHFWO\ PRGHOHG DV WKH\ DIIHFW WKH LQVWLWXWLRQDO VHWWLQJ ZKLFK IRUPV WKH PDQDJHU*V
PD[LPL]DWLRQ SUREOHP1 7KH FRQVWUDLQWV RU ODFN RI FRQVWUDLQWV SODFHG RQ WKH PDQDJHU E\ WKH 6(&
DQG WKH %RDUG DUH ILUVW GLVFXVVHG VLQFH WKH\ SURYLGH WKH IUDPHZRUN IRU WKH PDQDJHU*V GHFLVLRQ1 7KH
VHFRQG KDOI RI WKLV VHFWLRQ GHVFULEHV KRZ LQYHVWRU DQG PDQDJHULDO H[SHFWDWLRQV LQWHUDFW LQ IRUPLQJ
WKH PDQDJHU¶V PD[LPL]DWLRQ SUREOHP1
$1 7KH 5ROH RI WKH 6(& DQG WKH %RDUG RI ’LUHFWRUV
7KH UHJXODWLRQ RI PXWXDO IXQGV DQG PXWXDO IXQG PDQDJHUV LV FRQWDLQHG LQ WKH ,QYHVWPHQW
$GYLVRUV $FW RI 4<73/ DQG WKH JHQHUDO SURYLVLRQV RI WKH 6HFXULWLHV $FW RI 4<66/ DQG WKH 6HFXULWLHV
DQG ([FKDQJH $FW RI 4<671 $V VXFK/ WKHLU RQO\ UHJXODWRU\ ERG\ LV WKH 6(&1 $OWKRXJK WKH 6(& KDV
DXWKRULW\ WR OLPLW DQG UHJXODWH SULFHV SDLG WR VHUYLFH SURYLGHUV LQ WKH PXWXDO IXQG LQGXVWU\/ LW GRHV
QRW1
4 7KHUHIRUH/ WKH 6(& GRHV QRW FDS WKH DPRXQW WKDW DQ LQYHVWPHQW PDQDJHU FDQ UHFHLYH DV D
SHUFHQW RI DYHUDJH QHW DVVHWV1
5 7KH 6(& GRHV/ KRZHYHU/ UHJXODWH WKH LQFHQWLYH FRQWUDFWV WKDW WKH
%RDUG FDQ HVWDEOLVK ZLWK D PDQDJHU/ DOORZLQJ WKH PDQDJHPHQW IHH WR EH D IL[HG SHUFHQW RI DYHUDJH
Q H WD V V H WV L ] H 15XOH 53806 DOORZV D IXQG WR HVWDEOLVK D SHUIRUPDQFH0EDVHG IHH ZLWK WKH PDQDJHU
XQGHU YHU\ UHVWULFWLYH FRQGLWLRQV/ EXW QR PRQH\ PDUNHW IXQGV DQG RQO\ WZR SHUFHQW RI HTXLW\ IXQGV
DZDUGHG LQFHQWLYH IHHV LQ 4<<81
$OWKRXJK WKH %RDUG RI ’LUHFWRUV PDLQWDLQV RYHUVLJKW UHVSRQVLELOLWLHV RI WKH IXQG/ WKH RQO\
ELQGLQJ FRQVWUDLQW SODFHG RQ WKH PDQDJHU¶V ZDLYHU GHFLVLRQ LV WKH IL[HG FRQWUDFWHG IHH ZKLFK VHUYHV
DV D FDS RQ IHH ZDLYHUV1 7KLV FRQWUDFWHG IHH LV GLIILFXOW WR FKDQJH HYHQ DW WKH DQQXDO %RDUG PHHWLQJV
4 6HH 3URWHFWLQJ ,QYHVWRUV= $ +DOI &HQWXU\ RI ,QYHVWPHQW &RPSDQ\ 5HJXODWLRQ DQG %DXPRO HW DO +4<<3,18
EHFDXVH DQ\ FKDQJH KDV WR EH DSSURYHG E\ WKH %RDUG ZKLOH DQ LQFUHDVH LQ IHHV PXVW DGGLWLRQDOO\ EH
DSSURYHG E\ VKDUHKROGHUV1 7KH QH[W VHFWLRQ RXWOLQHV WKH PDQDJHU*V PD[LPL]DWLRQ SUREOHP DQG
LQYHVWRU*V EHKDYLRU1 7KH LQWHUDFWLRQ EHWZHHQ WKH REMHFWLYHV RI D IXQG PDQDJHU DQG LQYHVWRU UHVXOWV
LQ DQ HTXLOLEULXP ZLWK ZDLYHUV1
%1 5HWXUQV
7KH SHULRG W QHW UHWXUQV IRU WKH LQGLYLGXDO PXWXDO IXQG DUH GHQRWHG DV
W W W : ) *5 U ￿ ￿  
ZKHUH ) LV WKH FRQWUDFWHG PDQDJHPHQW IHH IRU WKH LQGLYLGXDO IXQG DQG LV DVVXPHG IL[HG/ : LV WKH
LGLRV\QFUDWLF ULVN IURP ZDLYHUV/ DQG *5 LV WKH JURVV UHWXUQ RI WKH LQGLYLGXDO IXQG1 :H DVVXPH WKDW
UHWXUQV DUH DXWRFRUUHODWHG1 $OWKRXJK WKLV DVVXPSWLRQ LV QRW QHFHVVDU\ IRU DQ HTXLOLEULXP/ WKHUH LV
HYLGHQFH RI SHUVLVWHQFH LQ PXWXDO IXQG UHWXUQV1 &DUKDUW +4<<:, DQG %URZQ DQG *RHW]PDQQ +4<<8,
GRFXPHQW SHUVLVWHQFH LQ HTXLW\ IXQG UHWXUQV1 $OVR/ PRQH\ PDUNHW UHWXUQV DUH SHUVLVWHQW EHFDXVH
IXQGV KDYH WKH RSWLRQ WR UHSRUW DPRUWL]HG \LHOGV UDWKHU WKDQ PDUN0WR0PDUNHW UHWXUQV XQGHU 5XOH 5D0









ZKHUH 5 LV XQFRQGLWLRQDO H[SHFWHG JURVV UHWXUQV RI WKH IXQG DQG 5W LV DQ $5+4, V K R F NW RJ U R V V
UHWXUQV ZLWK PHDQ HTXDO WR ]HUR/ FRQGLWLRQDO YDULDQFH HTXDO WR V
5/ DQG XQFRQGLWLRQDO YDULDQFH HTXDO
WR V
52+40U,1 ([SHFWHG FRQGLWLRQDO UHWXUQV DUH OLQHDU LQ SDVW UHWXUQV ZLWK DQ DXWRFRUUHODWLRQ
FRHIILFLHQW/ U/ D V V X P H GW RE HO H V VW K D QR Q H /VR
4 4 @ > ￿ ￿ ￿   W W W 5 5 *5 ( U 1





&1 $JJUHJDWH )XQG )ORZV
8VLQJ IDFWRUV WKDW KDYH EHHQ VKRZQ HPSLULFDOO\ WR EH LPSRUWDQW LQ DJJUHJDWH IORZV LQWR DQG
RXW RI D IXQG/ ZH GHILQH WKH DJJUHJDWH LQYHVWPHQW GHFLVLRQ DV
, + @ > 4 4 4 5 U : ) 5 ( $ $ UHS W W
,QYHVWRU
W W W ￿ ￿ ￿ ￿ ￿   ￿ ￿ ￿ N J O
ZKHUH O PHDVXUHV LQYHVWRU LQHUWLD/ $W LV WKH DVVHW VL]H RI WKH LQGLYLGXDO IXQG DW WLPH W/ J PHDVXUHV
WKH VHQVLWLYLW\ RI LQYHVWRUV WR QHW UHWXUQV RI WKH LQGLYLGXDO IXQG/ UUHS LV WKH H[SHFWHG QHW UHWXUQ RI D
UHSUHVHQWDWLYH IXQG/ DQG N PHDVXUHV WKH VHQVLWLYLW\ RI LQYHVWRUV WR WKH UHSUHVHQWDWLYH IXQG1 7KH
UHSUHVHQWDWLYH IXQG FDQ EH LQWHUSUHWHG DV D ZHOO0GLYHUVLILHG SRUWIROLR RI IXQGV/ OLNH WKH UHWXUQV RI WKH
SRUWIROLR RI PXWXDO IXQGV LQ D FRPSDULVRQ JURXS RU LQGH[1 0DQ\ IXQG JURXSV KDYH DQ LQGH[ WR
ZKLFK LQGLYLGXDO IXQGV FRPSDUH WKHPVHOYHV> WKLV LQGH[ ZRXOG EH DQ H[DPSOH RI WKH UHWXUQ RI
UHSUHVHQWDWLYH IXQG/ UUHS1 $OWKRXJK WKH UHSUHVHQWDWLYH IXQG LV ULVN\/ WKH H[SHFWHG UHWXUQV DUH
DVVXPHG WR EH FRQVWDQW WKURXJK WLPH1
6 $OVR/ QRWLFH WKDW IXWXUH DVVHWV $W.4 DUH NQRZQ DW WKH HQG RI
WLPH W RQFH LQIRUPDWLRQ DERXW FXUUHQW UHWXUQV/ ZDLYHUV/ DQG DVVHWV LV NQRZQ VLQFH WKLV LV WKH
LQIRUPDWLRQ XQGHUO\LQJ LQYHVWRUV¶ H[SHFWDWLRQV1 :DLYHUV DUH DOVR GHFLGHG DIWHU JURVV UHWXUQV DUH
UHDOL]HG1 ,Q WHUPV RI D WLPH OLQH/ WKLV LPSOLHV
(PSLULFDO DQG WKHRUHWLFDO HYLGHQFH VXSSRUWV WKLV UHSUHVHQWDWLRQ RI IXQG IORZV ILQGLQJ WKDW
SDVW UHODWLYH SHUIRUPDQFH DQG SDVW DVVHW VL]H DUH JRRG SUHGLFWRUV RI IXWXUH DVVHW VL]H DQG IORZV1
)URP D WKHRUHWLFDO SHUVSHFWLYH/ ZH VKRZ LQ WKH DSSHQGL[ KRZ D VLPLODU IORZ IXQFWLRQ FDQ DULVH IURP
DQ LQYHVWRU¶V PD[LPL]DWLRQ SUREOHP1 (PSLULFDOO\/ VWXGLHV VXFK DV 3DWHO/ =HFNKDXVHU/ DQG +HQGULFNV
+4<<7,/ &KHYDOLHU DQG (OOLVRQ +4<<8,/ ,SSROLWR +4<<5,/ D Q G6 L U U LD Q G7 X I D Q R+4<<5, VKRZ WKDW QHZ
LQYHVWPHQW GHSHQGV SRVLWLYHO\ RQ KLJK SDVW SHUIRUPDQFH IRU HTXLW\ IXQGV1 6LUUL DQG 7XIDQR +4<<;,
+7,
$W 5W :W $W.4 5W.4 :W.4
77 .4:
DOVR VXJJHVW WKDW VHDUFK IRU D PXWXDO IXQG LV FRVWO\ DQG PD\ FDXVH LQYHVWRUV WR UHVSRQG PRUH VORZO\
ZKHQ XSGDWLQJ WKHLU SRUWIROLR GHFLVLRQ1 7KHUHIRUH/ LI VRPH LQYHVWRUV IDFH VHDUFK FRVWV DQG GR QRW
XSGDWH WKHLU SRUWIROLR RQ D UHJXODU EDVLV/ WKHQ PRGHOLQJ FXUUHQW DVVHW VL]H DV D IXQFWLRQ RI ODJJHG
DVVHW VL]H DQG ODJJHG UHWXUQV LV FRQVLVWHQW ZLWK LQYHVWRU EHKDYLRU1 7KH H[LVWHQFH RI EDFN0HQG ORDGV
ZRXOG EH DQRWKHU SUDFWLFDO UHDVRQ ZK\ ZH ZRXOG H[SHFW LQYHVWRUV WR H[KLELW LQHUWLD VLQFH LW LV FRVWO\
IRU WKHP WR UHPRYH IXQGV1 $V ZLOO EH DSSDUHQW LQ WKH PRGHO/ LQYHVWRU LQHUWLD LV FULWLFDO IRU WKH
HTXLOLEULXP1 7KH PRGHO DVVXPHV WKDW O LV OHVV WKDQ RQH DQG WKDW GO
5 LV JUHDWHU WKDQ 3181 ,QWXLWLYHO\/
WKLV ODVW DVVXPSWLRQ LPSOLHV WKDW WKHUH KDV WR EH D VXIILFLHQW EHQHILW WR ZDLWLQJ IRU IXWXUH IHHV ZKLFK
LV FDSWXUHG E\ WKH WLPH YDOXH RI PRQH\/ G/ DQG WKH LQYHVWRU LQHUWLD/ O/ RU WKH SURSRUWLRQ RI LQYHVWRUV
OLNHO\ WR VWD\ LQ WKH IXWXUH1
’1 0DQDJHU*V ’HFLVLRQ WR :DLYH
$IWHU RXWOLQLQJ DVVHW IORZV/ ZH QRZ WXUQ WR WKH RSWLPDO ZDLYHU FKRVHQ E\ WKH PDQDJHU1 7KH
GHFLVLRQ RI WKH PDQDJHU LV QRW D VLPSOH RQH VLQFH WKH PDQDJHU*V DFWLRQV GHSHQG RQ DQG GHWHUPLQH
WKH LQYHVWRU*V H[SHFWDWLRQV1 $FFRUGLQJ WR WKH IHH VWUXFWXUH RXWOLQHG E\ WKH 6(& DQG WKH %RDUG/
FRQWUDFWHG PDQDJHPHQW IHHV DUH GHILQHG DV D IODW UDWH/ )/ RI WKH QHW DVVHWV XQGHU PDQDJHPHQW/ $1
0XWXDO IXQG PDQDJHUV DUH DVVXPHG WR EH ULVN QHXWUDO DQG WR PD[LPL]H WKH SUHVHQW YDOXH RI WRWDO QHW
IHHV XVLQJ D GLVFRXQW IDFWRU/ G/ Z K L F KL VD V V X P H GW RE HO H V VW K D QR Q H 17KH IHHV FROOHFWHG E\ WKH
PDQDJHUV DUH GHILQHG DV IHHV FROOHFWHG RQ DVVHWV/ +) 0 :,-$/ OHVV IL[HG FRVWV/ &/ OHVV YDULDEOH FRVWV/
9&-$1
,Q DGGLWLRQ/ IRXU FRQVWUDLQWV VKDSH WKH PDQDJHU*V GHFLVLRQ WR ZDLYH1 )LUVW/ PDQDJHUV
UHFRJQL]H WKDW WKHLU FKRLFH RI IHHV DQG ZDLYHUV LQGLUHFWO\ DIIHFWV DVVHW VL]H EHFDXVH D IXQG ZLWK
KLJKHU IHHV LV OHVV DWWUDFWLYH WR LQYHVWRUV DQG ORZHUV WKH DVVHW VL]H RI WKH IXQG1 6HFRQG/ WKH
PD[LPXP DPRXQW WKDW D IXQG FDQ ZDLYH LV WKH FRQWUDFWHG IHH/ )/ EHFDXVH WKH PDQDJHU FDQ DW PRVW
6 ,W LV QRW QHFHVVDU\ IRU UUHS WR EH FRQVWDQW1 ,W LV RQO\ QHFHVVDU\ WKDW UUHS – 5 EH FRQVWDQW VR DQ\ WLPH YDULDWLRQ LQ WKH;
IRUHJR KLV RZQ ZDJHV1 7KLUG/ WKH DPRXQW ZDLYHG KDV WR EH JUHDWHU WKDQ RU HTXDO WR ]HUR JLYHQ WKDW D
QHJDWLYH ZDLYHU ZRXOG LPSO\ IXQGV DUH FKDUJLQJ PRUH WKDQ WKH FRQWUDFWHG IHH1 )LQDOO\/ WKH RSWLPDO
FKRLFH RI ZDLYHUV LV UDWLRQDO LQ WKDW LQYHVWRUV DQG PDQDJHUV KDYH LGHQWLFDO DQG XQELDVHG
H[SHFWDWLRQV RI DFWXDO ZDLYHUV1 7KH HQGRJHQHLW\ EHWZHHQ WKH LQYHVWRU DQG PDQDJHU LV FDSWXUHG LQ
WKH ILQDO FRQVWUDLQW ZKLFK HTXDWHV WKH PDQDJHU*V H[SHFWDWLRQ RI ZDLYHUV ZLWK WKH LQYHVWRUV*1 7KLV ODVW
FRQVWUDLQW PLUURUV PRGHOV RI UDWLRQDO H[SHFWDWLRQV VXFK DV LQ /XFDV +4<:5,1 +HUH/ LQYHVWRUV NQRZ
WKH PDQDJHU¶V PD[LPL]DWLRQ SUREOHP DQG EDVHG RQ WKLV PD[LPL]DWLRQ WKH\ IRUPXODWH H[SHFWDWLRQV
RI IXWXUH ZDLYHUV1 %\ VHWWLQJ WKH H[SHFWDWLRQV RI WKH LQYHVWRU HTXDO WR WKH PDQDJHU¶V H[SHFWDWLRQ/
LQYHVWRUV DUH QRW VXUSULVHG E\ WKH PDQDJHU¶V DFWLRQV1 7KH PDQDJHU*V REMHFWLYH WR PD[LPL]H WKH WRWDO
GLVFRXQWHG YDOXH RI IHHV JLYHQ WKHVH IRXU FRQVWUDLQWV FDQ EH ZULWWHQ DV
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ZKHUH WKH VXSHUVFULSWV/ 0DQDJHU DQG ,QYHVWRU/ UHSUHVHQW WKH H[SHFWDWLRQV RI WKH PDQDJHU DQG
LQYHVWRU1
%\ DVVXPLQJ WKH FRQWUDFWXDO PDQDJHPHQW IHH LV FRQVWDQW WKURXJK WLPH/ WKH PRGHO GRHV QRW
FRQVLGHU WKH SRVVLELOLW\ WKDW PDQDJHUV PD\ DGMXVW ERWK WKH FRQWUDFWHG IHH DQG ZDLYHU MRLQWO\ LQ
VRPH SHULRGV1 )RU LQVWDQFH/ DW DQ DQQXDO ERDUG PHHWLQJ/ WKH PDQDJHU PD\ GHFLGH WR ORZHU
FRQWUDFWHG IHHV DQG FHDVH ZDLYLQJ DW WKH VDPH WLPH1 ,Q SUDFWLFH/ LW LV UDUHO\ WKH FDVH WKDW D IXQG
FKDQJHV LWV FRQWUDFWHG IHHV/ HYHQ DW WKH DQQXDO UHYLHZ/ VR WKH VLPSOLI\LQJ DVVXPSWLRQ RI FRQVWDQW
FRQWUDFWHG IHHV VHHPV WR PDWFK UHDOLW\1 2QH FDQ DOVR LQWHUSUHW WKH PRGHO DV WKH LQWHULP GHFLVLRQ WR
UHSUHVHQWDWLYH IXQG LV UHIOHFWHG LQ WKH XQFRQGLWLRQDO UHWXUQV RI WKH LQGLYLGXDO IXQG1
+8,<
ZDLYH RQFH WKH FRQWUDFWHG IHH KDV EHHQ VHW/ QRW DOORZLQJ IRU HQGRJHQHLW\ EHWZHHQ FRQWUDFWHG IHHV
DQG ZDLYHUV1
%\ DVVXPLQJ WKDW WKH H[SHFWHG LQGH[ UHWXUQ/ UUHS/ LV H[RJHQRXV DQG FRQVWDQW ZH GR QRW DOORZ
IRU WKH FRPSHWLWLYH LQWHUDFWLRQ EHWZHHQ IXQGV WR DIIHFW WKHLU SULFLQJ GHFLVLRQ1 %HFDXVH WKH PRGHO
IRFXVHV RQ WKH UHODWLRQ EHWZHHQ LQYHVWRUV DQG PDQDJHUV/ ZH GLG QRW ZDQW WR FRQIRXQG WKLV ZLWK
DGGHG VWUXFWXUH IURP FRPSHWLWLRQ LQ WKH LQGXVWU\ ZKHUH LW ZRXOG EH GLIILFXOW WR GHWHUPLQH ZKHWKHU
RSWLPDO IHHV DURVH IURP LQYHVWRU2PDQDJHU LQWHUDFWLRQV RU IURP IXQG FRPSHWLWLRQ1 $OVR/ EHFDXVH
WKHUH DUH VR PDQ\ IXQGV FRPSHWLQJ/ LW LV DUJXDEOH ZKHWKHU RQH IXQG*V SULFLQJ GHFLVLRQ ZRXOG KDYH
DQ HIIHFW RQ WKH RYHUDOO QHW UHWXUQ IRU WKH JURXS VR ZH KDYH DEVWUDFWHG IURP WKLV SRVVLELOLW\1
,,1 7KH (TXLOLEULXP
7KH PDQDJHU*V RSWLPL]DWLRQ SUREOHP LQ HTXDWLRQ 8 LV D OLQHDU G\QDPLF SURJUDPPLQJ
SUREOHP ZLWK OLQHDU FRQVWUDLQWV/ LQFOXGLQJ WKH SRVLWHG EHOLHIV RI WKH LQYHVWRU1 7R VROYH WKH PRGHO/
ZH SRVLW WKH EHOLHIV RI WKH LQYHVWRU DQG SRVLW D OLQHDU UHODWLRQVKLS EHWZHHQ ZDLYHUV DQG WKH
XQGHUO\LQJ VWDWH YDULDEOHV/ $W DQG 5W1 :H WKHQ VKRZ WKH EHOLHIV RI WKH LQYHVWRU DUH FRQVLVWHQW ZLWK
WKH DFWLRQV RI WKH PDQDJHU LQ NHHSLQJ ZLWK WKH QRWLRQ RI UDWLRQDO H[SHFWDWLRQV ZKHUH WKH SRVLWHG
EHOLHIV RI WKH LQYHVWRU DUH
W W W
,QYHVWRU
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7KH IROORZLQJ SURSRVLWLRQ GHILQHV WKH RSWLPDO ZDLYHU WKDW UHVXOWV IURP VROYLQJ WKH G\QDPLF V\VWHP
RI ILUVW RUGHU FRQGLWLRQV1 7KHUH DUH GLUHFW HPSLULFDO LPSOLFDWLRQV WKDW DULVH IURP WKH PRGHO DQG DUH
RXWOLQHG LQ WKH QH[W VHFWLRQ1 %HFDXVH WKH PHWKRG RI VROYLQJ WKH G\QDPLF SUREOHP IRU WKH RSWLPDO
ZDLYHU LV LQYROYHG/ LW LV RXWOLQHG LQ WKH $SSHQGL[1 +RZHYHU/ QRWH WKDW DOO WKH VROYHG FRHIILFLHQWV DUH
FRQVWDQW IXQFWLRQV RI WKH H[RJHQRXV YDULDEOHV DQG SDUDPHWHUV SURYLQJ WKDW WKH SRVLWHG EHOLHIV DUH
FRUUHFW1
+9,43
3URSRVLWLRQ 41 )RU WKH DVVXPHG UHVWULFWLRQV RQ WKH SDUDPHWHUV DQG FRQVWDQW JURVV DGYLVRU\ IHHV/
YDULDEOH FRVWV/ DQG IL[HG FRVWV/ WKHUH LV DQ RSWLPDO ZDLYHU LQ WKH VHW RI OLQHDU SRVVLELOLWLHV1 7KH
PDQDJHU*V H[SHFWDWLRQ DQG LQYHVWRU*V H[SHFWDWLRQ RI RSWLPDO ZDLYHUV DUH OLQHDU DQG LGHQWLFDO DQG
GHQRWHG E\ HTXDWLRQV ; DQG <1
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7KH DSSHQGL[ VKRZV KRZ WKH PDQDJHU¶V DQG LQYHVWRU¶V H[SHFWDWLRQV DUH VHW HTXDO WR HDFK
RWKHU EXW RQH FDQ UHDGLO\ VHH WKLV E\ VHWWLQJ PDQDJHU¶V H[SHFWDWLRQV +HTXDWLRQ ;, HTXDO WR LQYHVWRU¶V
H[SHFWDWLRQV +HTXDWLRQ <, DQG VXEVWLWXWLQJ DJJUHJDWH IXQG IORZV +HTXDWLRQ 7, IRU $W.4/ Z D L Y H U VD VD
IXQFWLRQ RI WKH VWDWH YDULDEOHV +HTXDWLRQ :, IRU :W/ DQG WKH LQYHVWRU¶V H[SHFWDWLRQV RI ZDLYHUV
+HTXDWLRQ 9, IRU (W>:W.4@1 0RUH VXFFLQFWO\/ WKH LGHQWLW\ RI PDQDJHU¶V DQG LQYHVWRU¶V H[SHFWDWLRQV
FDQ EH ZULWWHQ DV
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2QH FDQ HDVLO\ FKHFN LQ 3URSRVLWLRQ 4 WKDW WKH PDQDJHU¶V DFWLRQV DQG WKH LQYHVWRUV¶ H[SHFWDWLRQV DUH
HTXLYDOHQW E\ GHWHUPLQLQJ WKDW WKH FRHIILFLHQW RQ FXUUHQW DVVHWV/ $W/ LV WKH VDPH LQ ERWK HTXDWLRQV1
$IWHU VXEVWLWXWLRQ/ WKH FRHIILFLHQW RQ FXUUHQW DVVHWV RQ WKH OHIW KDQG VLGH RI WKH HTXDWLRQ LV I4O .
J\6I4
5 DQG WKH FRHIILFLHQW RQ WKH ULJKW KDQG VLGH LV I4\61 (TXDWLQJ WKHVH WZR FRHIILFLHQWV SURYLGHV
DQ HTXDWLRQ IRU \6LQ WHUPV RI I4/QDPHO\\6 O2+40JI4,1
0DQ\ LQWXLWLYH UHVXOWV DUH KLGGHQ LQ 3URSRVLWLRQ 41 ,Q WKH QH[W VHFWLRQ/ ZH GHWDLO WKH
HPSLULFDO LPSOLFDWLRQV IURP WKH PRGHO DQG KLJKOLJKW WKH LQWXLWLRQ1 0RUH LQWHUHVWLQJO\/ WKH UHVXOWV
KLJKOLJKW KRZ WKH H[SHFWDWLRQV RI WKH LQYHVWRU DQG PDQDJHU LQWHUDFW WR GHWHUPLQH RSWLPDO ZDLYHUV1
%HIRUH PRUH FORVHO\ DQDO\]LQJ WKH LQWXLWLYH UHVXOWV DQG WKH FRQFOXVLRQV WKDW FDQ EH GUDZQ IURP
3URSRVLWLRQ 4/ &RUROODU\ 4 GHVFULEHV ZKDW YDULDEOHV DUH LPSRUWDQW LI ZDLYHUV DUH QRW REVHUYHG/ RU
RSWLPDO ZDLYHUV DUH ]HUR1 7KLV FRUROODU\ LV LPSRUWDQW EHFDXVH LQ PDQ\ LQVWDQFHV/ IXQGV FKRRVH QRW
WR ZDLYH/ VR WKH IDFWRUV GHWHUPLQLQJ QRQ0ZDLYLQJ DUH SHUWLQHQW IRU GDWD DQDO\VLV1
+49,45
&RUROODU\ 41 )RU WKH DVVXPHG UHVWULFWLRQV RQ WKH SDUDPHWHUV DQG FRQVWDQW JURVV DGYLVRU\ IHHV/
YDULDEOH FRVWV/ DQG IL[HG FRVWV/ WKH ODJUDQJH PXOWLSOLHU/ /4W/ RQ WKH FRQVWUDLQW :Wt 3 LV DOVR D OLQHDU
IXQFWLRQ RI WKH XQGHUO\LQJ VWDWH YDULDEOHV/ $W DQG 5W 1 7KH QRQ0ZDLYLQJ FKDUDFWHULVWLFV RI D IXQG DUH
GHILQHG ZKHQ /4W! 3 RU :W  31
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9& ) 5 UUHS
3URRI1 6HH SURRI RI 3URSRVLWLRQ 41
$V IRXQG ZLWK RSWLPDO ZDLYHUV LQ 3URSRVLWLRQ 4/ ZDLYHUV DUH GHWHUPLQHG E\ WKH DVVHW VL]H
DQG FXUUHQW JURVV UHWXUQV HYHQ ZKHQ ZDLYHUV DUH ]HUR1 1RW VXUSULVLQJO\/ WKH IRUFHV ZKLFK FDXVH
ZDLYHUV WR EH VPDOO DUH WKH VDPH RQHV ZKLFK FDXVH D IXQG WR FKRRVH QRW WR ZDLYH1 7KH VLJQV RI WKH
FRHIILFLHQWV DQG WKH UHODWLRQV EHWZHHQ ZDLYHUV DQG WKH XQGHUO\LQJ VWDWH YDULDEOHV DUH H[SOLFLWO\
RXWOLQHG LQ WKH QH[W VHFWLRQ RQ HPSLULFDO K\SRWKHVHV1 $OWKRXJK WKH HTXLOLEULXP LV QRW QHFHVVDULO\
XQLTXH DQG RQO\ KROGV IRU VSHFLILF UHVWULFWLRQV RQ WKH SDUDPHWHU YDOXHV/ LW LV LQWHUHVWLQJ EHFDXVH WKH
DFWLRQV RI WKH PDQDJHU DQG H[SHFWDWLRQV RI WKH LQYHVWRU LQWHUDFW DQG VROYH DQ RSWLPDO IHH VWUXFWXUH
WKDW GHSHQGV RQ ERWK DJHQWV1
,,,1 (PSLULFDO 5HVXOWV DQG ,PSOLFDWLRQV
)RU WKH UHPDLQGHU RI WKLV VHFWLRQ/ UHFDOO WKH GHILQLWLRQV RI WKH IROORZLQJ SDUDPHWHUV= )L VW K H






LV WKH SHUVLVWHQFH LQ DVVHWV/ DQG U LV WKH DXWRFRUUHODWLRQ RI UHWXUQV1 7KH SDUDPHWHUV G/ O/ DQG U DUH
D V V X P H GW RE HO H V VW K D QR Q H /DQG WKH GLVFRXQW IDFWRU DQG DVVHW SHUVLVWHQFH DUH XVXDOO\ TXLWH KLJK LQ
HVWLPDWLRQ/ 31<8 DQG 31<7 UHVSHFWLYHO\1 7KH GDWD VXJJHVWV WKDW WKH DVVXPSWLRQ GO
5 !318 LV UHDOLVWLF1
7KH SDUDPHWHUV LQ WKH LQYHVWRU*V H[SHFWDWLRQV DUH GHQRWHG E\ \L1
41 5HODWLQJ :DLYHUV DQG $VVHWV1 :DLYHUV DUH QHJDWLYHO\ DIIHFWHG E\ WKH FXUUHQW DVVHW VL]H RI


















7KLV UHVXOW VXJJHVWV WKDW ODUJH IXQGV DUH OHVV OLNHO\ WR EHQHILW IURP ZDLYLQJ1 7KH GHSHQGHQFH
EHWZHHQ DVVHW VL]H DQG ZDLYHUV DULVHV IURP WKH SHUVLVWHQFH LQ DVVHW VL]H LQ WKH IORZ HTXDWLRQ1 $
ODUJH IXQG WRGD\ LV OLNHO\ WR EH D ODUJH IXQG WRPRUURZ1 7KHUHIRUH/ WKH SHUFHQWDJH JDLQ LQ DVVHWV IURP
ZDLYLQJ LV VPDOO FRPSDUHG WR WKH ODUJH FRVW RI IRUHJRQH LQFRPH RQ WRGD\*V DVVHW VL]H1 2QFH D IXQG
LV ODUJH/ D PDQDJHU LV EHWWHU RII WU\LQJ WR UHGXFH ZDLYHUV DQG HDUQ IHHV IURP WKH ROG LQYHVWRUV ZKR
ZLOO VWD\ HYHQ DIWHU D VOLJKW LQFUHDVH LQ IHHV1 7KH ILUVW HPSLULFDO ILQGLQJ PDWFKHV WKLV UHVXOW1
)URP &RUROODU\ 4/ WKH GHFLVLRQ QRW WR ZDLYH GHSHQGV RQ WKH VL]H RI D IXQG1 ,Q RWKHU ZRUGV/ D
IXQG LV PRUH OLNHO\ QRW WR ZDLYH LI LW LV ODUJH1 0DWKHPDWLFDOO\/ WKLV UHVXOW LV UHSUHVHQWHG E\ WKH


















7KH SRVLWLYH UHODWLRQ EHWZHHQ WKH ODJUDQJH PXOWLSOLHU DQG DVVHWV VXJJHVWV WKH FRQVWUDLQW :W   3
EHFRPHV PRUH ELQGLQJ RQFH DVVHW VL]H LV LQFUHDVHG1 /LNH D VKDGRZ SULFH/ WKLV LPSOLHV LW LV PRUH
FRVWO\ IRU D ODUJH IXQG WR VWDUW ZDLYLQJ1
51 3HUVLVWHQFH LQ :DLYHUV1 :DLYHUV DUH D SRVLWLYH SUHGLFWRU RI IXWXUH ZDLYHUV EHFDXVH




















$W ILUVW JODQFH/ ZDLYHUV DSSHDU WR EH DQ HPSW\ SURPLVH E\ PDQDJHUV WR ORZHU IHHV VLQFH
ZDLYHUV FDQ FKDQJH ZLWKRXW ZDUQLQJ1 7KHUHIRUH/ LW VHHPV LQFRQVLVWHQW WKDW FXUUHQW ZDLYHUV VKRXOG
SUHGLFW IXWXUH ZDLYHUV1 2Q WKH FRQWUDU\/ WKH ‡LQHUWLD· LQ DVVHWV/ O/ UHVXOWV LQ D SHUVLVWHQW ZDLYHU
GHFLVLRQ1 )RU H[DPSOH/ D ODUJH IXQG PD\ QRW ZDLYH WKLV SHULRG EHFDXVH WKHUH LV QR LQFHQWLYH WR EXLOG
WKH DVVHW VL]H RI WKH IXQG1 %HFDXVH DVVHW VL]H LV SHUVLVWHQW/ WKH VDPH ODUJH IXQG LV OLNHO\ WR PDLQWDLQ
D JRRG SRUWLRQ RI LWV LQYHVWRUV DQG DV D UHVXOW LV OHVV OLNHO\ WR ZDLYH WKH QH[W SHULRG1 )RU WKLV UHDVRQ/
DVVHW VL]H SUHGLFWDELOLW\ LPSOLHV ZDLYHUV DUH SRVLWLYH SUHGLFWRUV RI IXWXUH H[SHFWHG ZDLYHUV1 ,Q WKH
PRGHO/ WKH GHULYDWLYH RI WKH SHUVLVWHQFH LQ ZDLYHUV/ \6/ ZLWK UHVSHFW WR WKH SHUVLVWHQFH LQ DVVHWV/ O/














,Q FRQWUDVW/ WKH SHUVLVWHQFH LQ ZDLYHUV LV XQUHODWHG WR WKH SHUVLVWHQFH LQ UHWXUQV VLQFH WKH
GHULYDWLYH RI \6 ZLWK UHVSHFW WR UHWXUQ SHUVLVWHQFH/ U/ LV ]HUR1 7KHUHIRUH/ WKH GLIIHUHQFH LQ UHWXUQ
SHUVLVWHQFH EHWZHHQ IXQGV VKRXOG QRW LQIOXHQFH WKH SUHGLFWDELOLW\ RI ZDLYHUV1 2QH RI WKH NH\
TXHVWLRQV DGGUHVVHG E\ WKH PRGHO LV ZKDW LQYHVWRUV VKRXOG H[SHFW LQ WHUPV RI IXWXUH ZDLYHUV1
(TXDWLRQ 57 VXJJHVWV WKDW REVHUYHG ZDLYHUV SRVLWLYHO\ LQIOXHQFH WKH LQYHVWRU*V SRUWIROLR GHFLVLRQ
VLQFH WKH\ DUH SRVLWLYH SUHGLFWRUV RI IXWXUH ZDLYHUV1 (YHQ WKRXJK PDQDJHUV FDQ VWRS ZDLYLQJ DW DQ\
WLPH/ WKH\ GR QRW GR VR EHFDXVH WKH\ ZDQW WR LQFUHDVH WKH DVVHW VL]H RI WKH IXQG E\ FUHDWLQJ D
FRQVLVWHQW SDWWHUQ RI ZDLYLQJ1 ,Q JDPH WKHRU\/ WKLV UHVXOW LV FRPSDUDEOH WR D WLW0IRU0WDW VWUDWHJ\
+*LEERQV 4<<5, ZKHUH D PDQDJHU WKDW FKHDWV E\ QRW ZDLYLQJ LV SXQLVKHG E\ LQYHVWRUV ZKR ZLOO QRW
UHDFW WR ZDLYHUV LQ WKH IXWXUH1
+57,
+58,48
2QH RWKHU UHODWHG REVHUYDWLRQ DERXW SHUVLVWHQFH LQ ZDLYHUV LV WKH SHUVLVWHQFH LQ WKH GHFLVLRQ
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61 5HODWLQJ ZDLYHUV DQG SHUIRUPDQFH1 $FWXDO ZDLYHUV DUH QHJDWLYHO\ DIIHFWHG E\ ODJJHG



















,QFUHDVLQJ SDVW UHWXUQV LQFUHDVHV WKH DVVHW VL]H RI WKH IXQG DW WLPH W VLQFH PRUH SHRSOH ZDQW WR
LQYHVW LQ D IXQG WKDW KDV SHUIRUPHG ZHOO LQ WKH SDVW1 7KLV PDNHV LW FRVWO\ IRU WKH IXQG WR ZDLYH IHHV
VLQFH PDQDJHUV DUH IRUHJRLQJ D ODUJHU DPRXQW RI PRQH\1 $ KLJK DPRXQW RI IRUHJRQH LQFRPH IURP
ZDLYLQJ UHGXFHV WKH LQFHQWLYH WR ZDLYH1 7KH UHODWLRQ EHWZHHQ ODJJHG UHWXUQV DQG ZDLYHUV LV
GHSHQGHQW RQ WKH DVVXPSWLRQ WKDW ODJJHG UHWXUQV SUHGLFW IXWXUH UHWXUQV1 ,I UHWXUQV ZHUH QRW
SHUVLVWHQW/ U 3/ WKHQ D FKDQJH LQ WKH UHWXUQ UHDOL]DWLRQ ZRXOG QRW DIIHFW DVVHW VL]H RI WKH IXQG RU WKH
LQFHQWLYH WR ZDLYH DW D ODWHU WLPH SHULRG VR WKH GHULYDWLYH RI ZDLYHUV ZLWK UHVSHFW WR SDVW UHWXUQV
Z R X O GE H] H U RL QW K L VF D V H 17KH HPSLULFDO HYLGHQFH VKRZV WKDW SRRU SHUIRUPDQFH RYHU D \HDU UHVXOWV
LQ KLJKHU WKDQ DYHUDJH ZDLYHUV1 %HFDXVH SHUIRUPDQFH LV PHDVXUHG RYHU D \HDU/ LW LV OLNHO\ WR SLFN XS
WKH UHODWLRQVKLS EHWZHHQ ODJJHG UHWXUQV DQG ZDLYHUV1
)RU WKH VDPH FRQGLWLRQV RXWOLQHG DERYH/ D VLPLODU SUHGLFWLRQ UHODWHV KRZ FXUUHQW UHWXUQV
DIIHFW H[SHFWHG ZDLYHUV
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7KLV VXJJHVWV WKDW D IXQG WKDW KDV SHUIRUPHG SRRUO\ LV H[SHFWHG WR ZDLYH LQ WKH IXWXUH WR
ERRVW WKH SHUIRUPDQFH RI WKH IXQG DQG DWWUDFW PRUH LQYHVWRUV1 1RWH WKDW WKLV UHODWLRQ KROGV DQG LV
HYHQ VWURQJHU LI UHWXUQV DUH XQFRUUHODWHG1
7KH OHVV LQWXLWLYH UHVXOW LV WKH UHODWLRQ EHWZHHQ FXUUHQW ZDLYHUV DQG FXUUHQW UHWXUQV ZKLFK LV
SRVLWLYH/ I5!31 7KH SRVLWLYH UHODWLRQ EHWZHHQ FXUUHQW ZDLYHUV DQG FXUUHQW UHWXUQV UHVXOWV IURP WKH
LQWHUDFWLRQ EHWZHHQ WKH PDQDJHU DQG LQYHVWRU H[SHFWDWLRQ1 0DQDJHUV NQRZ WKDW JRRG SHUIRUPDQFH
WRGD\ ZLOO ORZHU LQYHVWRUV* H[SHFWDWLRQV RI ZDLYHUV WRPRUURZ1 7KHUHIRUH/ D KLJK SHUIRUPLQJ
PDQDJHU ZLOO FRQWLQXH WR ZDLYH PRUH WR VPRRWK WKH LQYHVWRUV¶ H[SHFWDWLRQV RI ZDLYHUV LQ WKH IXWXUH
VLQFH FXUUHQW ZDLYHUV DQG FXUUHQW UHWXUQV KDYH RIIVHWWLQJ HIIHFWV RQ H[SHFWHG ZDLYHUV ZKHUH
3
















:DLYHUV DUH VRPHWLPHV YLHZHG DV DQ LQGLUHFW SHUIRUPDQFH EDVHG IHH VWUXFWXUH ZKHUH D KLJK
SHUIRUPLQJ PDQDJHU LV SDLG PRUH WKDQ D SRRU SHUIRUPLQJ PDQDJHU1 ,I RQH ORRNHG DW WKH UHODWLRQ
EHWZHHQ ODJJHG UHWXUQV DQG ZDLYHUV/ L WD S S H D U VW K L VL VW U X H 1+RZHYHU/ VKRUW WHUP HIIRUWV WR VPRRWK
WKH LQYHVWRUV¶ H[SHFWDWLRQV RI ZDLYHUV PD\ JLYH D KLJK SHUIRUPLQJ PDQDJHU LQFHQWLYH WR LQFUHDVH
ZDLYHUV1 ,Q WKH ORQJHU WHUP/ RQH ZRXOG H[SHFW WR VHH ZDLYHUV DFWLQJ OLNH D SHUIRUPDQFH EDVHG IHH
VWUXFWXUH/ EXW RQO\ LI FXUUHQW SHUIRUPDQFH LV SHUVLVWHQW DQG SURYLGHV LQIRUPDWLRQ DERXW
IXWXUH SHUIRUPDQFH1
71 5HODWLQJ ZDLYHUV DQG LQYHVWRU VHQVLWLYLW\1 :DLYHUV DUH SRVLWLYHO\ LQIOXHQFHG E\ LQFUHDVHV
LQ LQYHVWRU VHQVLWLYLW\/ J/ WR QHW UHWXUQV VLQFH
3








,QFUHDVHV LQ WKH VHQVLWLYLW\ RI LQYHVWRUV WR QHW UHWXUQV PHDQV WKDW PRYLQJ DKHDG LQ QHW
UHWXUQV FDQ JUHDWO\ LQFUHDVH WKH QXPEHU RI LQYHVWRUV DWWUDFWHG WR WKH IXQG1 6LQFH WKH ZDLYHU
+5<,4:
LPSURYHV QHW UHWXUQV YLV0j0YLV WKH UHSUHVHQWDWLYH LQGH[/ D KLJKHU VHQVLWLYLW\ RI LQYHVWRUV WR QHW
UHWXUQV PDNHV ZDLYHUV PRUH HIIHFWLYH LQ DWWUDFWLQJ QHZ IXQGV1 7KLV LV VXSSRUWHG E\ WKH GDWD1
81 ,QYHVWRU UHVSRQVH WR ZDLYHU XQFHUWDLQW\1 8QOLNH JURVV FRQWUDFWXDO IHHV/ )/ REVHUYHG
ZDLYHUV DUH QRW SHUIHFW SUHGLFWRUV RI IXWXUH IHHV VLQFH WKH FRHIILFLHQW/ \6/ LV OHVV WKDQ RQH1 ,Q WKH
PRGHO/ WKH SHUIHFW SUHGLFWDELOLW\ RI FRQWUDFWHG IHHV LV HYLGHQW VLQFH FRQWUDFWHG IHHV DUH DVVXPHG WR
EH FRQVWDQW1 :DLYHUV DUH QRW SHUIHFW SUHGLFWRUV VLQFH
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7KHUHIRUH/ ZDLYHUV DUH OHVV HIIHFWLYH LQ DWWUDFWLQJ LQYHVWRUV WR D IXQG WKDQ DGMXVWLQJ FRQWUDFWHG IHHV













4 1 7KLV KLJKOLJKWV WKH WUDGH0RII EHWZHHQ ZDLYHUV DQG ELQGLQJ
FRQWUDFWXDO IHHV1 7KH VHFRQG HPSLULFDO UHVXOW VXJJHVWV WKDW ZDLYHUV DUH SHUVLVWHQW DQG JRRG IRU WKH
LQYHVWRU EHFDXVH WKH\ SURYLGH LQIRUPDWLRQ WKDW WKH PDQDJHU LV OLNHO\ WR GLVFRXQW FRQWUDFWHG IHHV LQ
WKH IXWXUH1 2Q WKH RWKHU KDQG/ WKLV UHVXOW VKRZV WKDW ZDLYHUV VKRXOG EH LQWHUSUHWHG GLIIHUHQWO\ WKDQ
FRQWUDFWXDO IHHV EHFDXVH ZDLYHUV DUH LQKHUHQWO\ PRUH ULVN\ WKDQ FRQWUDFWXDO IHHV1 7KH GLIIHUHQW
UHVSRQVH WR ZDLYHUV DQG FRQWUDFWHG IHHV LPSRVHV D FRVW RQ PDQDJHUV LQ XVLQJ ZDLYHUV DV D PHWKRG
RI VHWWLQJ QHW IHHV1 )RU H[DPSOH/ WKH PDQDJHU FDQ FKRRVH WR ORZHU QHW IHHV LQ WZR ZD\V=+ 4 ,E\
ORZHULQJ WKH FRQWUDFWHG IHH> RU +5, E\ LQFUHDVLQJ ZDLYHUV1 ,QYHVWRUV ZLOO EH PRUH UHVSRQVLYH WR WKH
ILUVW PHWKRG RI FKDQJLQJ IHHV VLQFH WKH ORZHU FRQWUDFWHG IHH VHQGV D VWURQJHU VLJQDO RI IXWXUH QHW
UHWXUQV WKDQ KLJKHU ZDLYHUV1
7
7 $Q LPSRUWDQW FDYHDW WR WKLV UHVXOW LV FRQVLGHULQJ O!41 ,Q WKLV FDVH/ ZDLYHUV PD\ SURYLGH D VWURQJHU VLJQDO DERXW IXWXUH
H[SHFWHG QHW IHHV WKDQ FRQWUDFWHG IHHV VLQFH LW LV SRVVLEOH IRU \6!41 ,QWXLWLYHO\ O!4 LPSOLHV WKH ZDLYHU LV HIIHFWLYH LQ
DWWUDFWLQJ LQYHVWRUV ZKR QRW RQO\ NHHS WKHLU LQYHVWPHQW LQ WKH IXQG EXW DOVR UHLQYHVW WKHLU LQFRPH RYHU WLPH1 7KHUHIRUH/
REVHUYLQJ ZDLYHUV VHQGV D SRVLWLYH VLJQDO WR LQYHVWRUV ZKR NQRZ WKH\ ZLOO UHLQYHVW DQG VWD\ LQ WKH IXQG1 0DQDJHUV DUH
WLHG PRUH VWURQJO\ WR WKHLU ZDLYHU GHFLVLRQ EHFDXVH LW KDV LPSOLFDWLRQV IRU LQYHVWRUV ZKR QRW RQO\ VWD\ LQ WKH IXQG EXW
DOVR UHLQYHVW1
+63,4;
7R LOOXVWUDWH WKLV SRLQW/ D IXQG
8 UHFHQWO\ FKDQJHG LWV ZDLYHU GHFLVLRQ UHFRJQL]LQJ WKH FRVW RI
XVLQJ ZDLYHUV WR VHW QHW IHHV1 7KH IXQG KDG LQLWLDOO\ EHHQ FKDUJLQJ D FRQWUDFWHG IHH RI 48 ES DQG
ZDLYLQJ : ES/ UHVXOWLQJ LQ D QHW DGYLVRU\ IHH RI ; ES1 7KH IXQG DEDQGRQHG WKLV IHH VWUXFWXUH DQG
VLPSO\ ORZHUHG WKH FRQWUDFWHG DGYLVRU\ IHH WR ; ES DQG FHDVHG ZDLYLQJ1 $OWKRXJK WKH QHW IHH WR WKH
LQYHVWRU UHPDLQHG WKH VDPH/ WKH %RDUG DUJXHG WKDW D ORZHU FRQWUDFWHG IHH ZRXOG EH PRUH HIIHFWLYH
LQ DWWUDFWLQJ LQYHVWRUV WKDQ ZDLYLQJ EHFDXVH LQYHVWRUV ZHUH ZDU\ RI WKH SRVVLELOLW\ IRU ZDLYHUV WR
FKDQJH RYHU WKH LQYHVWPHQW KRUL]RQ1 7KH DUJXPHQW XVHG E\ WKLV IXQG WR FKDQJH LWV IHH VWUXFWXUH
UHIOHFWV WKH FRVW WR WKH IXQG RI PDLQWDLQLQJ DQ XQFHUWDLQ ZDLYHU1
(PSLULFDOO\/ ZH FDQ GHWHUPLQH KRZ FRVWO\ LW LV WR PDLQWDLQ D KLJK ZDLYHU YHUVXV ORZHULQJ
FRQWUDFWXDO IHHV DQG QRW ZDLYLQJ1 5HFDOO IURP HTXDWLRQ 7/ WKH LQYHVWRU*V VHQVLWLYLW\ WR FRQWUDFWHG
IHHV LV PHDVXUHG E\ J DQG WKH LQYHVWRU*V VHQVLWLYLW\ WR ZDLYHUV LV PHDVXUHG E\ J\61 7KH GLIIHUHQFH
EHWZHHQ WKHVH WZR LQYHVWRU VHQVLWLYLWLHV LV WKH FRVW RI ZDLYLQJ/ RU J 0 J\6!31 )RU \6?4/ LW LV HYLGHQW
WKDW PRUH DVVHWV DUH DWWUDFWHG WR WKH IXQG LI WKH PDQDJHU VLPSO\ ORZHUV FRQWUDFWHG IHHV1
(PSLULFDOO\/ ZH SUR[\ IRU WKH FRVW RI ZDLYLQJ E\ PHDVXULQJ WKH GLIIHUHQFH LQ LQYHVWRU
UHDFWLRQ WR QHW IHHV ZLWK ZDLYHUV/ )0:/ DQG ZLWKRXW ZDLYHUV/ )1 ,Q WHUPV RI WKH QRWDWLRQ/
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ZKLOH IRU D ZDLYLQJ IXQG/ WKH FRHIILFLHQW RQ )0: LV PRUH FRPSOLFDWHG/
3
, +



















7KH FRVW RI ZDLYLQJ LV SUR[LHG E\ HVWLPDWLQJ WKH GLIIHUHQFH EHWZHHQ WKHVH WZR FRHIILFLHQWV/
J
1: 0 J
:1 $ QHJDWLYH YDOXH RI J
1: 0 J
: ?3 LV HTXLYDOHQW WR D SRVLWLYH FRVW RI ZDLYLQJ/ J 0 J\6!31
8VLQJ GDWD IURP &KULVWRIIHUVHQ +5333,/ 7DEOH 4 SURYLGHV WKH HVWLPDWHV RI WKH FRVW RI
ZDLYLQJ IRU WKH IXOO VDPSOH RI PRQH\ IXQGV 4<<304<<8 DQG RQ D VDPSOH RI PRQH\ IXQGV WKDW RQO\
8 $W WKH UHTXHVW RI WKH IXQG/ WKH QDPH KDV EHHQ NHSW FRQILGHQWLDO1
+64,
+65,4<
LQFOXGHV IXQGV ZLWK QRQ0DGYLVRU\ IHHV EHORZ WKH PHDQ1 ’LYLGLQJ WKH VDPSOH LQWR ORZ QRQ0DGYLVRU\
IHH IXQGV FRQWUROV IRU FDVHV ZKHUH H[WUHPHO\ KLJK QRQ0DGYLVRU\ IHHV H[SODLQ PRVW RI WKH ZDLYHU1
7DEOH 4 UHJUHVVHV IXQG IORZV RQ JURVV UHWXUQV/ IHHV/ ODJJHG DVVHWV/ DQG IXQG FKDUDFWHULVWLFV1 0RVW
LPSRUWDQWO\/ WKH UHJUHVVLRQ DOORZV IRU LQYHVWRUV WR UHVSRQG GLIIHUHQWO\ WR D IXQG ZLWK ZDLYHUV WKDQ D
IXQG ZLWKRXW1 7KH GLIIHUHQFH LQ LQYHVWRU UHDFWLRQ WR WKH WZR PHWKRGV RI IHH VHWWLQJ LV PHDVXUHG E\
WKH FRHIILFLHQW RQ DQ LQWHUDFWLRQ WHUP RI QHW DGYLVRU\ IHH WLPHV D ZDLYHU GXPP\ YDULDEOH ZKHUH WKH
ZDLYHU GXPP\ WDNHV WKH YDOXH RQH IRU D IXQG WKDW ZDLYHV DQG ]HUR RWKHUZLVH1 ,Q ERWK VDPSOHV/ WKH
GLIIHUHQFH J
1: 0 J
: LV QHJDWLYH DQG VLJQLILFDQW DV GHQRWHG E\ QHJDWLYH FRHIILFLHQW RQ WKH LQWHUDFWLRQ
WHUP RI –41;9 LQ WKH IXOO VDPSOH DQG –5148 LQ WKH ORZ QRQ0DGYLVRU\ IHH VDPSOH1 7KLV HPSLULFDO
ILQGLQJ VXSSRUWV WKH K\SRWKHVLV WKDW LQYHVWRUV LQWHUSUHW ZDLYHUV GLIIHUHQWO\ IURP FRQWUDFWHG IHHV DQG
UHDFW OHVV WR FKDQJHV LQ ZDLYHUV WKDQ WR FKDQJHV LQ FRQWUDFWHG IHHV1
91 &RQWUDFWHG )HHV DQG :DLYHUV1 +LJK YDOXHV RI GO
5 VXJJHVW ZDLYHUV GHSHQG SRVLWLYHO\ RQ
FRQWUDFWXDO IHHV1 /RZ YDOXHV RI GO
5 VXJJHVW ZDLYHUV GHSHQG QHJDWLYHO\ RQ FRQWUDFWXDO IHHV VLQFH
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,QWXLWLYHO\/ RQH H[SHFWV WKDW LQFUHDVLQJ FRQWUDFWXDO IHHV LQFUHDVHV WKH FDS RQ ZDLYHUV DQG
OHDGV WR DQ LQFUHDVH LQ WKH DPRXQW ZDLYHG1 +RZHYHU/ WKHUH LV D WUDGH0RII EHWZHHQ WDNLQJ WKH IHH QRZ
YHUVXV ODWHU1 $V WKH YDOXH RI GO
5 EHFRPHV VPDOOHU/ WKH YDOXH RI ZDLYLQJ QRZ IRU IXWXUH EHQHILWV
EHFRPHV VPDOOHU VLQFH HLWKHU YDOXH RI PRQH\ LQ WKH IXWXUH GHFUHDVHV RU WKH SHUVLVWHQW DPRXQW RI
DVVHWV WKDW ZLOO EH DURXQG QH[W SHULRG GHFUHDVHV1 $ ORZ HQRXJK YDOXH RI GO
5PD\ HQFRXUDJH WKH
PDQDJHU WR WDNH WKH PRQH\ WRGD\/ VR LQ WKLV FDVH/ LQFUHDVLQJ WKH FDS RQ ZDLYHUV/ )/ HQFRXUDJHV WKH
+66,
+67,53
PDQDJHU WR ZDLYH OHVV EHFDXVH WKH PDQDJHU ZDQWV PRUH WRGD\1 +RZHYHU/ LI WKHUH LV D EHQHILW WR
ZDLWLQJ IRU ODWHU IHHV/ WKHQ DQ LQFUHDVH LQ FRQWUDFWHG IHHV ZLOO LQFUHDVH WKH ZDLYHU1 7KH HPSLULFDO
HYLGHQFH ILQGV D VLJQLILFDQWO\ SRVLWLYH UHODWLRQ EHWZHHQ IHHV DQG ZDLYHUV VXJJHVWLQJ WKDW WKHUH LV D
ODUJH EHQHILW WR ZDLWLQJ IRU IXWXUH IHHV1
:1 :DLYHUV DQG FRVWV1 :DLYHUV GHSHQG QHJDWLYHO\ RQ YDULDEOH FRVWV IRU DOO YDOXHV RI G DQG O
OHVV WKDQ RQH1
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7KH IXQG ZLOO QRW ZDLYH LI LW QHHGV WR FRYHU KLJK YDULDEOH FRVWV1 2Q D UHODWHG SRLQW/ WKH IL[HG
FRVWV D IXQG VKRXOG QRW DIIHFW WKH GHFLVLRQ RI D IXQG WR ZDLYH EHFDXVH WKH\ DUH D VXQN FRVW1
+RZHYHU/ LI WKH IXQG LV VR VPDOO WKDW ODUJH IL[HG FRVWV PDNH LW OLNHO\ WKDW WKH IXQG ZLOO EHFRPH
LQRSHUDEOH DQG WKH IXQG LV IRUFHG WR OLTXLGDWH/ WKLV UHGXFHV WKH IXWXUH EHQHILWV RI ZDLYLQJ1 7KLV
HIIHFW RI IL[HG FRVWV LV QRW FRQVLGHUHG1
,91 &RQFOXVLRQ
7KH ODUJH DPRXQW RI PRQH\ WKDW LV IRUHJRQH E\ ZDLYLQJ EHJV WKH TXHVWLRQV ZK\ PDQDJHUV
ZRXOG ZDQW WR JLYH XS IHHV DQG ZK\ LQYHVWRUV EHOLHYH D PDQDJHU*V FRPPLWPHQW WR ZDLYLQJ" ,Q
VKRUW/ PDQDJHUV DUH ZLOOLQJ WR JLYH XS VRPH SRUWLRQ RI IHHV WR LPSURYH QHW SHUIRUPDQFH DQG DWWUDFW
LQYHVWRUV1 ,QYHVWRUV EHOLHYH ZDLYHUV ZLOO SHUVLVW EHFDXVH WKH\ NQRZ PDQDJHUV KDYH LQFHQWLYH WR
JURZ DVVHW VL]H DQG WR SHUVLVWHQWO\ ZDLYH LQ DFKLHYLQJ WKLV JRDO1 7KLV VWUDWHJ\ LV RQO\ DWWUDFWLYH WR
PDQDJHUV LI IXQG DVVHWV DUH SHUVLVWHQW VLQFH WKH LQYHVWPHQW DWWUDFWHG WR WKH IXQG E\ ZDLYLQJ LV OLNHO\
WR VWD\ ZLWK WKH IXQG HYHQ DIWHU WKH PDQDJHU*V ZDLYHU GHFLVLRQ DQG SHUIRUPDQFH FKDQJH1 ,Q DGGLWLRQ/
VPDOO DQG QHZ IXQGV DUH H[SHFWHG WR XVH ZDLYHUV EHFDXVH ZDLYLQJ LQFUHDVHV WKH QHW DVVHWV E\ D
PXFK ODUJHU SHUFHQWDJH LQ VPDOO IXQGV WKDQ ODUJH IXQGV1
+68,54
7KH PRGHO VKRZV WKDW LW LV UDWLRQDO IRU LQYHVWRUV WR UHDFW SRVLWLYHO\ WR ZDLYHUV VLQFH ZDLYHUV
DUH SUHGLFWDEOH1 $OWKRXJK PDQDJHUV FDQ FKDQJH ZDLYHUV UHJXODUO\/ WKH\ GR QRW1 0DQDJHUV ZDQW WR
EXLOG DVVHW VL]H E\ ZDLYLQJ1 ,I PDQDJHUV UDGLFDOO\ FKDQJHG ZDLYHUV HDFK SHULRG/ LQYHVWRUV ZRXOG
HYHQWXDOO\ VWRS UHDFWLQJ WR ZDLYHUV DQG WKH ZDLYHU ZRXOG KDYH QR HIIHFW RQ WKH LQYHVWRU*V DVVHW
GHFLVLRQ/ UHQGHULQJ WKH ZDLYHU XVHOHVV LQ EXLOGLQJ DVVHW VL]H1 7KH XQFHUWDLQW\ RI ZDLYHUV GRHV LPSO\
WKDW LQYHVWRUV UHVSRQG OHVV WR D FKDQJH LQ ZDLYHUV WKDQ WR D FKDQJH LQ FRQWUDFWHG IHHV1 /RZHULQJ
FRQWUDFWHG IHHV LV D PRUH SHUPDQHQW LPSURYHPHQW LQ QHW UHWXUQV WKDQ LQFUHDVLQJ ZDLYHUV1
(PSLULFDO HYLGHQFH LV FRQVLVWHQW ZLWK WKLV PRGHO1 7KLV VWXG\ VKRZV WKDW LQYHVWRUV UHDFW
GLIIHUHQWO\ WR ZDLYHUV WKDQ WR FRQWUDFWHG IHHV DQG WKDW WKHUH LV D FRVW WR ZDLYLQJ EHFDXVH RI WKH
DGGHG IOH[LELOLW\ DQG ODFN RI D ELQGLQJ FRQWUDFW1 0RUH JHQHUDOO\/ WKH PRGHO LV LQWHUHVWLQJ EHFDXVH LW
KLJKOLJKWV WKH DJHQF\ SUREOHP EHWZHHQ LQYHVWRUV DQG PDQDJHUV LQ PXWXDO IXQGV1 5HJXODWRUV DQG
OHJDO H[SHUWV FRQWLQXH WR GHEDWH ZKHWKHU IHHV VHW E\ IXQGV DUH H[FHVVLYH1 ,Q WKLV PRGHO/ WKH
LQWHUDFWLRQ EHWZHHQ PDQDJHU¶V DQG LQYHVWRUV¶ H[SHFWDWLRQV VHWV WKH RSWLPDO IHH1 6WLOO/ WKH
SURILWDELOLW\ RI ZDLYLQJ LV EDVHG RQ WKH LQHUWLD RI LQYHVWRUV DQG VRPH LQWHUYHQWLRQ PD\ EH ZDUUDQWHG
WR WKH H[WHQW WKDW UHJXODWRUV ZDQW WR SURWHFW WKH LQHUW LQYHVWRUV IURP KLJK SULFHV LQ WKH IXWXUH155
$SSHQGL[
3URRI RI 3URSRVLWLRQ 4
3URSRVLWLRQ 4 SURYLGHV WKH VROXWLRQ WR WKH PDQDJHU*V PD[LPL]DWLRQ SUREOHP VXEMHFW WR WKH
LQYHVWRU*V DVVHW GHFLVLRQ DQG H[SHFWDWLRQ1 7KH PDQDJHU PD[LPL]HV WKH GLVFRXQWHG IXWXUH H[SHFWHG
YDOXH RI QHW IHHV VXEMHFW WR DJJUHJDWH IXQG IORZV1 &RVWV RI PRQLWRULQJ WKH IXQG LPSO\ WKDW WKH
LQYHVWRU PD[LPL]HV UHWXUQV RYHU VHYHUDO SHULRGV DQG LQWURGXFHV LQHUWLD LQWR DVVHWV1 7KH PDQDJHU*V
PD[LPL]DWLRQ SUREOHP LV GHILQHG E\ (TXDWLRQ 81
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7KH LQYHVWRU*V H[SHFWDWLRQ RI ZDLYHUV LV SRVLWHG WR EH D OLQHDU IXQFWLRQ RI SDVW UHWXUQV DQG
ZDLYHUV/ ZKLFK LV VHW HTXDO WR WKH PDQDJHU*V H[SHFWDWLRQ LQ HTXLOLEULXP
W W W
,QYHVWRU
W : 5 : ( - - @ > 6 5 4 4 \ \ \ ￿ ￿   ￿ 1
7KH YDOXHV RI WKH FRHIILFLHQWV \4/ \5/ DQG \6 DUH VROYHG H[SOLFLWO\ LQ WHUPV RI WKH XQGHUO\LQJ
DVVXPHG FRQVWDQW SDUDPHWHUV/ U/ O/ DQG G1 :H SRVLW D OLQHDU UHODWLRQ EHWZHHQ ZDLYHUV DQG WKH VWDWH
YDULDEOHV/ DVVHWV DQG UHWXUQV DQG VKRZ WKDW WKLV SRVLWHG UHODWLRQ PDWFKHV WKH DFWLRQV RI WKH PDQDJHU1
7KH SRVLWHG OLQHDU UHODWLRQ EHWZHHQ ZDLYHUV DQG WKH VWDWH YDULDEOHV LV
6 5 4 I I I ￿ ￿   W W
SRVLW
W 5 $ :
ZKHUH WKH VXEVFULSW SRVLW UHSUHVHQWV WKDW WKLV HTXDWLRQ LV D SRVLWHG YDOXH RI ZDLYHUV ZKLFK ZLOO EH
VKRZQ WR EH WUXH LQ WKH HTXLOLEULXP1 7KH FRHIILFLHQWV/ I4/ I5/ DQG I6/ DUH SRVLWHG WR EH FRQVWDQW DQG
ODWHU VKRZQ WR EH FRQVWDQW IXQFWLRQV RI WKH SDUDPHWHUV1 $OVR/ EHFDXVH ZDLYHUV DUH SRVLWHG WR EH




FRQVWUDLQWV DUH ELQGLQJ/ :W   3 RU :W  ) /RU WKH ODJUDQJH PXOWLSOLHUV DUH SRVLWLYH1 7KHUHIRUH/ WKH
ODJUDQJH PXOWLSOLHUV DUH SRVLWHG WR EH OLQHDU IXQFWLRQV RI WKH VWDWH YDULDEOHV/ VR
3
4 9 8 7
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SRVLW
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ZKHUH /4W LV WKH ODJUDQJH PXOWLSOLHU IRU WKH FRQVWUDLQW/ :W t3/ DQG /5W LV WKH ODJUDQJH PXOWLSOLHU IRU
WKH FRQVWUDLQW/ :W d )1
*LYHQ WKLV SRVLWHG UHODWLRQ IRU ZDLYHUV DQG WKH ODJUDQJLDQV/ WKH H[SHFWHG YDOXH RI IXWXUH
ZDLYHUV FDQ EH H[SUHVVHG LQ WHUPV RI WKH VWDWH YDULDEOHV/ VR
6 5 4 4 4@ > I U I I ￿ ￿   ￿ ￿ W W W
0DQDJHU
W 5 $ : (
VLQFH IXWXUH DVVHWV/ $W.4/ DUH NQRZQ RQFH 5W DQG :W DUH NQRZQ DW WLPH W DQG VLQFH ZH DVVXPH
UHWXUQV IROORZ DQ $5+4, SURFHVV1 $OWKRXJK UHODWLYH UHWXUQV DUH DVVXPHG WR EH DXWRFRUUHODWHG/ WKLV
DVVXPSWLRQ LV QRW QHFHVVDU\ IRU ZDLYHUV WR H[LVW1 7KH PRVW LPSRUWDQW DVVXPSWLRQ GULYLQJ WKH UHVXOWV
LV WKH SHUVLVWHQFH LQ DVVHWV ZKLFK PDNHV DQ LQYHVWRU*V UHDFWLRQ WR ZDLYHUV FRQVLVWHQW ZLWK WKH
PDQDJHU*V EHKDYLRU1
,Q VROYLQJ WKH PDQDJHU¶V PD[LPL]DWLRQ SUREOHP/ ERWK WKH LQYHVWRU*V H[SHFWDWLRQ RI ZDLYHUV
DQG WKH SRVLWHG UHODWLRQ EHWZHHQ ZDLYHUV/ DVVHWV DQG UHWXUQV DUH VXEVWLWXWHG LQWR WKH ILUVW RUGHU
FRQGLWLRQV1 7KH H[SOLFLW YDOXH RI ZDLYHUV ZKLFK UHVXOW IURP WKLV PD[LPL]DWLRQ LV WKHQ PDWFKHG
DJDLQVW WKH RULJLQDO SRVLWHG YDOXH RI ZDLYHUV WR VHH LI LW LV D OLQHDU IXQFWLRQ LQ WKH XQGHUO\LQJ VWDWH
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7KH ILUVW RUGHU FRQGLWLRQ LV GHULYHG DIWHU VXEVWLWXWLQJ WKH SRVLWHG H[SHFWDWLRQV RI WKH LQYHVWRU DQG
WKH SRVLWHG UHODWLRQ EHWZHHQ ZDLYHUV DQG WKH XQGHUO\LQJ VWDWH YDULDEOHV LQWR WKH %HOOPDQ HTXDWLRQ1
7KUHH FDVHV DULVH IRU GLIIHUHQW YDOXHV RI :W ZKLFK LPSO\ WKUHH GLIIHUHQW ILUVW RUGHU FRQGLWLRQV IRU
HDFK FDVH1
&DVH 41 1HLWKHU FRQVWUDLQWV DUH ELQGLQJ VR 3?:W?)1
&DVH 51 :DLYHUV DUH HTXDO WR ]HUR1
&DVH 61 :DLYHUV DUH HTXDO WR WKH FRQWUDFWHG IHH1
7R ILQG WKH RSWLPDO YDOXH RI ZDLYHUV LQ &DVH 4/ ZH OHW /4W DQG /5W HTXDO ]HUR DQG VROYH WKH
ILUVW RUGHU FRQGLWLRQ DERYH IRU :W1
+$:,
+$;,58
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7R ILQG WKH YDOXHV RI WKH ODJUDQJH PXOWLSOLHUV/ SOXJ LQ WKH YDOXHV RI :W IRU HDFK RI WKH
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$OWKRXJK WKH DERYH HTXDWLRQV GHILQH WKH RSWLPDO YDOXHV RI ZDLYHUV DQG WKH ODJUDQJH
PXOWLSOLHUV IRU HDFK RI WKH FRQVWUDLQWV/ ZH VWLOO KDYH WR FRQILUP WKH WZR FRQMHFWXUHV KROG IRU WKLV
RSWLPXP=+ 4 ,ZDLYHUV DUH D OLQHDU IXQFWLRQ RI WKH WZR XQGHUO\LQJ VWDWH YDULDEOHV> DQG +5, WKH
LQYHVWRU*V H[SHFWDWLRQV DERXW ZDLYHUV DUH LGHQWLFDO WR WKH PDQDJHU*V DFWLRQV1 7R FRQILUP WKDW WKH




WKH XQGHUO\LQJ SDUDPHWHUV E\ VHWWLQJ WKH FRQMHFWXUHG ZDLYHU HTXDO WR WKH RSWLPDO YDOXHV RI ZDLYHUV1
7KH LQYHVWRU*V H[SHFWDWLRQV DERXW ZDLYHUV DUH DOVR VHW HTXDO WR WKH PDQDJHU*V DFWLRQV WR VROYH
HQGRJHQRXVO\ IRU WKH LQYHVWRU*V H[SHFWDWLRQV/ HQVXULQJ WKH PDQDJHU¶V DFWLRQV DUH FRPSDWLEOH ZLWK
WKH LQYHVWRU¶V H[SHFWDWLRQV1 8VLQJ WKHVH LGHQWLWLHV/ ZH FDQ VROYH IRU WKH WZHOYH SRVLWHG FRHIILFLHQWV/
I4/ I5/ I6/I7/ I8/ I9/I:/ I;/ I</\4/ \5/ DQG \617KH OLQHDULW\ RI WKH SUREOHP DOORZV WKH V\VWHP WR EH












































































7KH ILUVW WKUHH HTXDWLRQV LGHQWLI\ WKDW WKH FRHIILFLHQWV LQ IURQW RI DVVHWV LQ WKH SRVLWHG YDOXHV RI
ZDLYHUV DQG WKH ODJUDQJH PXOWLSOLHUV/ I4/ I7/ DQG I:1 7KH ODVW HTXDWLRQ LGHQWLILHV \6 E\ HQVXULQJ WKDW
WKH FRHIILFLHQW RQ DVVHWV LQ LQYHVWRU*V H[SHFWDWLRQV RI ZDLYHUV LV WKH VDPH DV WKH PDQDJHU*V
FRHIILFLHQW RQ DVVHWV WKH H[SHFWDWLRQ RI ZDLYHUV1 7R GHULYH WKH ODVW HTXDWLRQ LQ WKH
V\VWHP/ ZH VWDUW IURP WKH LGHQWLW\
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DIWHU VXEVWLWXWLQJ WKH IXQG IORZ IXQFWLRQ IRU $W.4 DQG WKH SRVLWHG YDOXH RI ZDLYHUV IRU :W WKH
UHVXOWLQJ LGHQWLW\ LV
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7KH FRHIILFLHQW RQ DVVHWV IRU WKH PDQDJHU*V H[SHFWDWLRQ RI ZDLYHUV LV I4O . J\6I4
5 ZKLOH WKH
FRHIILFLHQW RQ DVVHWV XQGHU WKH LQYHVWRU*V H[SHFWDWLRQ LV \6I4 VR WKH ODVW HTXDWLRQ LQ HTXDWLRQ $45 LV
VLPSO\ I4O . J\6I4
5   \6I41 6ROYLQJ WKH IRXU HTXDWLRQV IRU IRXU XQNQRZQV/ I4/ I7/ I:/ DQG \6/
UHYHDOV WZR SRVVLEOH HTXLOLEULD ZKLFK VDWLVI\ WKH OLQHDU UHODWLRQ EHWZHHQ ZDLYHUV DQG WKH XQGHUO\LQJ
VWDWH YDULDEOHV1 7KLV DULVHV EHFDXVH WKH V\VWHP RI HTXDWLRQV LV TXDGUDWLF LQ WKH SDUDPHWHUV1 2QH RI
WKH HTXLOLEULD FDQ EH GLVFDUGHG EHFDXVH WKH YDOXH RI \6 LV OHVV WKDQ 31 $ QHJDWLYH YDOXH RI \6
LPSOLHV WKDW WKH RSWLPL]DWLRQ SUREOHP RI WKH PDQDJHU LV GHFUHDVLQJ LQ ZDLYHUV DQG VR WKH RSWLPDO
ZDLYHU PLQLPL]HV UDWKHU WKDQ PD[LPL]HV PDQDJHU*V SURILWV1 ,Q WKLV FDVH/ WKH PDQDJHU PD[LPL]HV
IHHV E\ FKRRVLQJ ZDLYHUV HTXDO WR ]HUR1 7KLV FDVH LV QRW LQWHUHVWLQJ VLQFH ZDLYHUV DUH REVHUYHG LQ
HTXLOLEULXP1 %\ GHIDXOW/ WKH RQO\ YDOXHV RI I4/ I7/ I:/ DQG \6 ZKLFK DUH IHDVLEOH DUH WKRVH ZKHUH
\6!31
7R FRPSOHWHO\ LGHQWLI\ HDFK RI WKH HQGRJHQRXV FRHIILFLHQWV/ D VLPLODU V\VWHP RI HTXDWLRQV
GHWHUPLQHV WKH YDOXHV RI I5/ I8/ I;/ DQG \5/ E\ HTXDWLQJ WKH FRHIILFLHQWV RQ 5W LQ WKH SRVLWHG DQG












































































ZKHUH WKH ILQDO FRQVWUDLQW LGHQWLILHV \51 )URP WKH LGHQWLW\ RI PDQDJHU DQG LQYHVWRU H[SHFWDWLRQV LQ
HTXDWLRQ $47/ WKH ILQDO FRQVWUDLQW LV HTXDO WR UI5 .JI4+\5 . U . \6I5,   \6I5 . \51 )LQDOO\ WKH
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$JDLQ/ WKH ILQDO FRQVWUDLQW FRPHV IURP WKH FRQVWUDLQW WKDW LQYHVWRU H[SHFWDWLRQV PDWFK
PDQDJHU¶V DFWLRQV1 ,Q WHUPV RI WKH FRHIILFLHQWV DQG SDUDPHWHUV/ WKH ILQDO FRQVWUDLQW LGHQWLILHV \4 DQG
LV ZULWWHQ DV
6 6 4 4 6 6 4 4 4 4 , + I \ \ N I I J\ I J\ I JI ￿   ￿ ￿ ￿ ￿ ￿ 5 U ) UHS 1
$V VKRZQ LQ 3URSRVLWLRQ 4/ WKH H[SOLFLW YDOXHV RI WKH FRHIILFLHQWV \LDQG IL DUH FRQVWDQW
IXQFWLRQV RI WKH XQGHUO\LQJ SDUDPHWHUV DQG WKH H[RJHQRXV YDULDEOHV/ O/ U/ G/ )/ 9&/ UUHS/ DQG 51 7KLV
SURYHV ZDLYHUV DUH D OLQHDU IXQFWLRQ RI WKH XQGHUO\LQJ VWDWH YDULDEOHV DQG WKH SRVLWHG H[SHFWDWLRQ RI
WKH LQYHVWRU PDWFKHV WKH DFWLRQV RI WKH PDQDJHU1
6ROYLQJ WKH LQYHVWRU¶V SUREOHP WR GHWHUPLQH DJJUHJDWH IXQG IORZV
:H FDQ VKRZ WKDW WKH DJJUHJDWH IXQG IORZ IXQFWLRQ LV FRQVLVWHQW ZLWK D ULVN DYHUVH
LQGLYLGXDO LQYHVWRU IDFLQJ VHDUFK FRVWV DQG FKRRVLQJ D SRUWIROLR DFFRUGLQJ WR WKH SUREOHP
:HDOWK L D W V
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7KH LQYHVWRU PD[LPL]HV WKH DERYH SUREOHP E\ FKRRVLQJ EHWZHHQ WKH FRQVWDQW ULVN
IUHH DVVHW/ UI/ WKH UHSUHVHQWDWLYH IXQG ZLWK ULVN\ UHWXUQV WKDW KDYH D FRQVWDQW H[SHFWHG UHWXUQ RI UUHS/
DQG WKH LQGLYLGXDO IXQG ZLWK ULVN\ QHW UHWXUQV UL/W.41 7KHUHIRUH/ DW LV D 6[4 YHFWRU RI SRUWIROLR
KROGLQJV/ T PHDVXUHV ULVN DYHUVLRQ/ :HDOWK GHQRWHV WKH ZHDOWK RI WKH LQGLYLGXDO/ DQG L LV D 6[4
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ZKHUH ZH VXEVWLWXWH QHW UHWXUQV DV D IXQFWLRQ RI JURVV UHWXUQV/ FRQWUDFWHG IHHV DQG ZDLYHUV/ D Q GNL V
D FRQVWDQW IXQFWLRQ RI ULVN DYHUVLRQ DQG FRQGLWLRQDO YDULDQFH1 1RWH WKDW WKH FRQGLWLRQDO YDULDQFH RI
QHW UHWXUQV ZLOO EH FRQVWDQW LI WKH FRQGLWLRQDO YDULDQFH RI ZDLYHUV LV FRQVWDQW EHFDXVH LQGLYLGXDO
JURVV UHWXUQV/ UHSUHVHQWDWLYH UHWXUQV/ DQG WKH ULVN IUHH UDWH KDYH FRQVWDQW FRQGLWLRQDO YDULDQFHV1
)URP WKH VROXWLRQ RI ZDLYHUV LQ 3URSRVLWLRQ 4/ ZH VKRZ WKDW ZDLYHUV GR LQ IDFW KDYH D FRQVWDQW
FRQGLWLRQDO YDULDQFH VLQFH
5 5
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1RZ ZH ZDQW WR DJJUHJDWH WKH LQYHVWRU¶V GHFLVLRQ DQG DOORZ IRU VHDUFK FRVWV1 :H DVVXPH
WKDW VHDUFK FRVWV LPSO\ DQ LQYHVWRU UHHYDOXDWHV WKH SRUWIROLR HYHU\ + SHULRGV UDWKHU WKDQ HYHU\
SHULRG1 ,Q WHUPV RI WKH LQGLYLGXDO GHPDQG ZKHUH LQGLYLGXDOV UHFHLYH UHWXUQV HDFK SHULRG/ WKLV
LPSOLHV
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ZKHUH WKH LQYHVWRU PD[LPL]HV UHWXUQV RYHU + SHULRGV UDWKHU WKDQ RYHU RQH SHULRG1 )RU HDFK +
SHULRG KRUL]RQ/ ZH FDQ ZULWH WKH LQGLYLGXDO GHPDQG DV D OLQHDU IXQFWLRQ RI WKH RQH VWHS DKHDG
H[SHFWDWLRQV1 )RU LQVWDQFH/ WDNH D VLPSOH WZR VWHS DKHDG H[SHFWDWLRQ DQG FRPSDUH LW ZLWK D RQH VWHS
DKHDG H[SHFWDWLRQ
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1RWLFH WKDW HDFK RI WKH LQGLYLGXDO FRPSRQHQWV RI QHW UHWXUQV IRU WKH WZR VWHS DKHDG
H[SHFWDWLRQ FDQ EH ZULWWHQ LQ WHUPV RI WKH RQH VWHS DKHDG H[SHFWDWLRQV1 7KHUHIRUH/ LQ WHUPV RI WKH
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ZKHUH EL DUH FRQVWDQW FRHIILFLHQWV ZKLFK DUH FRPSOLFDWHG IXQFWLRQV RI WKH SDUDPHWHUV DQG PDS +
SHULRG H[SHFWDWLRQV LQWR RQH SHULRG DKHDG H[SHFWDWLRQV1 (DUOLHU/ ZH DVVXPHG N ZDV FRQVWDQW
EHFDXVH FRQGLWLRQDO YDULDQFH LV FRQVWDQW IRU D RQH SHULRG KRUL]RQ EXW IRU D + SHULRG KRUL]RQ/ WKH
FRQGLWLRQDO YDULDQFH ZLOO DOVR EH FRQVWDQW E\ WKH OLQHDULW\ RI WKH SUREOHP1 )RU H[DPSOH/ WDNH WKH
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5 $ 9DU : 9DU
*LYHQ WKH LQGLYLGXDO GHPDQG IRU DQ + SHULRG KRUL]RQ/ ZH QRZ ZDQW WR DJJUHJDWH DFURVV
VHYHUDO LQYHVWRUV LQYHVWLQJ LQ WKH VDPH IXQG1 ,I WKHUH LV D ODUJH JURXS RI LQGLYLGXDOV/ 0/ WKDW KDYH
WKH VDPH PD[LPL]DWLRQ SUREOHP DV DERYH EXW RQO\ XSGDWH HYHU\ + SHULRGV WKHQ WKHUH ZLOO EH VRPH
LQGLYLGXDOV XVLQJ FXUUHQW LQIRUPDWLRQ DQG RWKHUV ZKR KROG WKHLU SRUWIROLR FRQVWDQW/ *1 ,Q WHUPV RI
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RU XVLQJ DJJUHJDWH DVVHW VL]H DQG SURSRUWLRQV RI LQYHVWRUV ZKHUH *20L VU H S U H V H Q W H GE \O
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ZKHUH 0 DQG * PD\ QRW EH FRQVWDQW RYHU WLPH EXW O LV DVVXPHG FRQVWDQW1 7KLV EHWZHHQ WKLV
IORZ IXQFWLRQ DQG HTXDWLRQ 7 RI WKH SDSHU LV WKDW E4/ E5/ DQG E6 DUH DVVXPHG WR EH WKH VDPH IRU
VLPSOLFLW\ DQG WKH FRQVWDQW WHUP +40O,NE3 LV LJQRUHG1 $OWKRXJK DVVXPLQJ WKH FRHIILFLHQWV/ E4/ E5/ DQG






$GPDWL/ $QDW 51/ DQG 3DXO 3IOHLGHUHU/ 4<<:/ ’RHV LW DOO DGG XS" %HQFKPDUNV DQG WKH FRPSHQVDWLRQ
RI DFWLYH SRUWIROLR PDQDJHUV/ -RXUQDO RI %XVLQHVV :3/ 65606831
%DXPRO/ :LOOLDP -1/ 6WHSKHQ 01 *ROGIHOG/ /LOOL $1 *RUGRQ/ DQG 0LFKDHO )1 .RHKQ/ 4<<31 7KH
(FRQRPLFV RI 0XWXDO )XQG 0DUNHWV= &RPSHWLWLRQ YHUVXV 5HJXODWLRQ +.OXZHU $FDGHPLF
3XEOLVKHUV/ %RVWRQ,1
%URZQ/ 6WHSKHQ -1/ DQG :LOOLDP 11 *RHW]PDQQ/ 4<<8/ 3HUIRUPDQFH SHUVLVWHQFH/ -RXUQDO RI )LQDQFH
83+8,/ 9:<09<;1
&DUKDUW/ 0DUN/ 4<<:/ 2Q SHUVLVWHQFH LQ PXWXDO IXQG SHUIRUPDQFH/ -RXUQDO RI )LQDQFH 85/ 8:0;51
&KHYDOLHU/ -XGLWK/ DQG *OHQQ (OOLVRQ/ 4<<:/ 5LVN WDNLQJ E\ PXWXDO IXQGV DV D UHVSRQVH WR
LQFHQWLYHV/ -RXUQDO RI 3ROLWLFDO (FRQRP\ 438/ 449:045331
&KRUGLD/ 7DUXQ/ 4<<9/ 7KH VWUXFWXUH RI PXWXDO IXQG FKDUJHV/ -RXUQDO RI )LQDQFLDO (FRQRPLFV 74/ 60
6<1
&KULVWRIIHUVHQ/ 6XVDQ/ 5333/ :K\ GR PRQH\ IXQG PDQDJHUV YROXQWDULO\ ZDLYH WKHLU IHHV"
IRUWKFRPLQJ/ -RXUQDO RI )LQDQFH1
*LEERQV/ 5REHUW/ 4<<51 *DPH 7KHRU\ IRU $SSOLHG (FRQRPLVWV +3ULQFHWRQ 8QLYHUVLW\ 3UHVV/
3ULQFHWRQ,1
+HLQNHO/ 5REHUW/ DQG 1HDO 01 6WRXJKWRQ/ 4<<7/ 7KH G\QDPLFV RI SRUWIROLR PDQDJHPHQW FRQWUDFWV/
7KH 5HYLHZ RI )LQDQFLDO 6WXGLHV/ 68406;;1
+HQGULFNV/ ’DUU\OO/ -D\HQGX 3DWHO/ DQG 5LFKDUG =HFNKDXVHU/ 4<<6/ +RW KDQGV LQ PXWXDO IXQGV= 7KH
SHUVLVWHQFH RI SHUIRUPDQFH/ -RXUQDO RI )LQDQFH 7;/ <604631
,SSROLWR/ 5LFKDUG $1/ 4<<5/ &RQVXPHU UHDFWLRQ WR PHDVXUHV RI SRRU TXDOLW\= (YLGHQFH IURP WKH
PXWXDO IXQG LQGXVWU\/ -RXUQDO RI /DZ DQG (FRQRPLFV 68/ 780:31
/XFDV/ 5REHUW (1/ 4<:5/ ([SHFWDWLRQV DQG WKH 1HXWUDOLW\ RI 0RQH\/ -RXUQDO RI (FRQRPLF 7KHRU\
7+5,/ 43604571
1DQGD/ 9LNUDP/ 0131 1DUD\DQDQ/ DQG 9LQFHQW $1 :DUWKHU/ 5333/ /LTXLGLW\/ LQYHVWPHQW DELOLW\/ DQG
PXWXDO IXQG VWUXFWXUH/ -RXUQDO RI )LQDQFLDO (FRQRPLFV 8:/ 74:07761
6LUUL/ (ULN/ DQG 3HWHU 7XIDQR/ 4<<;/ &RVWO\ VHDUFK DQG PXWXDO IXQG IORZV/ -RXUQDO RI )LQDQFH 86/
48;<049551
8QLWHG 6WDWHV 6HFXULWLHV ([FKDQJH &RPPLVVLRQ/ ’LYLVLRQ RI ,QYHVWPHQW/ 4<<51 3URWHFWLQJ
,QYHVWRUV= $ +DOI &HQWXU\ RI ,QYHVWPHQW 0DQDJHPHQW/ 0D\165
7DEOH ,
)XQG )ORZ (VWLPDWLRQ IRU )XQGV WKDW :DLYH
DQG )XQGV WKDW ’R 1RW :DLYH )HHV
$Q ,QVWUXPHQWHG 3DQHO 5HJUHVVLRQ HVWLPDWHV GLIIHUHQFHV LQ IXQG IORZV DFURVV IXQGV WKDW ZDLYH IHHV DQG IXQGV WKDW GR QRW ZDLYH IHHV
IRU WKH HQWLUH VDPSOH RI 6598 IXQGV DQG D VXE0VDPSOH RI 5573 IXQGV1 7KH VXE0VDPSOH LV GHILQHG DV WKRVH IXQGV ZLWK QRQ0DGYLVRU\
IHHV EHORZ KH PHDQ QRQ0DGYLVRU\ IHH IRU DOO IXQGV1 7KH OHIW KDQG VLGH YDULDEOH LV IXQG IORZV GHILQHG DV WKH SHUFHQW FKDQJH LQ DVVHWV
RYHU D \HDU1 1210$’9,625< LV WKH QRQ0DGYLVRU\ IHH FKDUJHG E\ WKH IXQG/ LQFOXGLQJ WUDQVIHU DJHQW FRVWV/ FXVWRGLDO IHHV/ SRVWDJH/
DQG SULQWLQJ1 1(7 $’9,625< LV WKH QHW DGYLVRU\ IHH FKDUJHG DQQXDOO\ E\ PDQDJHUV1 /DJJHG QHW DGYLVRU\ IHHV DUH XVHG WR
LQVWUXPHQW IRU QHW DGYLVRU\ IHHV WR FRQWURO IRU DQ\ HQGRJHQHLW\ EHWZHHQ FXUUHQW IHHV DQG FXUUHQW IORZV1 :1: LV D GXPP\ YDULDEOH
WDNLQJ WKH YDOXH 4 LI WKH IXQG ZDLYHV LWV IHHV1 (QGRJHQHLW\ EHWZHHQ :1: DQG IXQG IORZV LV FRQWUROOHG E\ LQVWUXPHQWLQJ IRU :1:
XVLQJ ODJJHG :1:1 *5266 5(78516 DUH WKH JURVV DQQXDO UHWXUQV GLIIHUHQFHG IURP WKH DYHUDJH RI WD[DEOH DQG WD[IUHH IXQGV DQG
IURP WKH DQQXDO JURVV UHWXUQ DYHUDJH1 *5266 5(78516 DUH LQVWUXPHQWHG XVLQJ ODJJHG JURVV UHWXUQV1 %$1. LV D GXPP\ YDULDEOH
WDNLQJ WKH YDOXH 4 LI WKH IXQG XVHV D EDQN DV LWV GLVWULEXWLRQ FKDQQHO1 ,167,787,21$/ LV D GXPP\ YDULDEOH WDNLQJ WKH YDOXH 4 LI WKH
IXQG LV DQ LQVWLWXWLRQDO IXQG1 7$;)5(( LV D GXPP\ YDULDEOH WDNLQJ WKH YDOXH 4 LI WKH IXQG RIIHUV D WD[IUHH GLYLGHQG SD\PHQW1
&203/(; LV WKH QXPEHU RI IXQGV LQ WKH IXQG IDPLO\ GLYLGHG E\ 43331 $*( LV WKH QXPEHU RI \HDUV WKH IXQG KDV EHHQ LQ H[LVWHQFH
IURP WKH WLPH RI LWV LQFHSWLRQ WR WKH \HDU WKH IXQG LV REVHUYHG1 /$**(’ $66(7 LV WKH RQH0\HDU ODJJHG DVVHW VL]H RI WKH IXQG LQ
ELOOLRQV RI GROODUV1 ,1,7,$/ ,19(670(17 LV WKH LQLWLDO LQYHVWPHQW VL]H QHHGHG IRU DQ LQYHVWRU WR LQLWLDWH DQ DFFRXQW ZLWK WKH IXQG
LQ ELOOLRQV RI GROODUV1 <($5 <4/ <($5 <5/ <($5 <6/ DQG <($5 <7 DUH GXPP\ YDULDEOHV WDNLQJ WKH YDOXH 4 IRUHDFK UHVSHFWLYH
\HDU1 7KH K\SRWKHVLV WHVW WKDW LQYHVWRU VHQVLWLYLW\ WR ZDLYHUV DQG FRQWUDFWHG IHHV LV WKH VDPH LV HTXLYDOHQW WR +R=J
1: 0 J
:  31 7KH
VWDQGDUG HUURUV FRQWURO IRU KHWHUVNHGDVWLFLW\1
3DQHO $= 7HVW 5HVXOWV
)XQG )ORZ
$OO )XQGV /RZ 1RQ0$GYLVRU\ )HH
,QGHSHQGHQW 9DULDEOHV &RHIILFLHQW S0YDOXH &RHIILFLHQW S0YDOXH
1HW0$GYLVRU\ +J
1:, 031599 +14;;, 0317;< +1357,
:1:-1HW0$GYLVRU\ +J
1:￿J
:, 041;8; +1373, 05147< +135;,
*URVV 5HWXUQV +J, 3146; +1389, 314:7 +1386,
:1: 31958 +1346, 319<7 +1346,
1RQ0$GYLVRU\ 031;:7 +1355, 0313<7 +1:93,
,QVWLWXWLRQDO 031647 +1333, 0316;7 +1333,
%DQN 313;7 +1469, 3148< +1346,
7D[IUHH 0314;6 +1333, 0314:8 +1333,
&RPSOH[ 3177: +1386, 31895 +1353,
$JH 03136; +1333, 03137< +1333,
/DJJHG $VVHW 031367 +1335, 031354 +133:,
,QLWLDO ,QYHVWPHQW 3159: +1<:3, 31867 +1<76,
<HDU <4 314<: +1336, 31644 +1333,
<HDU <5 031377 +1745, 31349 +1:7:,
<HDU <6 031355 +1:84, 31388 +1795,
<HDU <7 031437 +13:<, 031384 +16<<,
,QWHUFHSW 31;6: +1333, 31;38 +1333,
1R1 RI 2EVHUYDWLRQV 6598 5573
3DQHO %= 7HVW 6WDWLVWLFV
)0WHVW S0YDOXH )0WHVW S0YDOXH
0RGHO 7HVW 4515; +133, 4315: +133,
+R= J J
1: J
: 3; 1 < ; +133, 431<3 +133,
+R=J0J
1: 3 4195 +153, 315: +193,